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THE IMPROPER PAYMENTS INFORMATION 
ACT— ARE AGENCIES MEETING THE RE- 
QUIREMENTS OF THE LAW? 


WEDNESDAY, APRIL 5, 2006 

House of Representatives, 

Subcommittee on Government Management, 

Finance, and Accountability, 
Committee on Government Reform, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 2:04 p.m., in room 
2247, Rayburn House Office Building, Hon. Todd Russell Platts 
(chairman of the subcommittee) presiding. 

Present: Representatives Platts, Duncan, and Maloney. 

Staff present: Mike Hettinger, staff director; Dan Daly, counsel; 
Tabetha Mueller, professional staff member; Erin Phillips, clerk; 
Adam Bordes, minority professional staff member; and Jean Gosa, 
minority assistant clerk. 

Mr. Platts. A quorum being present, this hearing of the Govern- 
ment Reform Subcommittee on Government Management, Finance, 
and Accountability will come to order. 

Congress has a responsibility to ensure that tax dollars are spent 
in the most effective manner possible and for their intended pur- 
pose. Unfortunately, as we will hear today, billions of dollars con- 
tinue to be lost due to improper payments — any payment that 
should not have been made. 

This administration and Congress have made the reduction of 
improper payments a top priority. In support of this goal, this sub- 
committee believes that taxpayers have a fundamental right to 
know how their tax dollars are being spent. In 2002, my esteemed 
former colleague. Congressman Steve Horn, who served as chair- 
man of this subcommittee, was successful in securing the enact- 
ment of the Improper Payments Information Act of 2002. This law 
has helped bring to the forefront the need to address this issue 
more aggressively. 

The work of the past few years has brought us a long way to get- 
ting our arms around the extent of this problem. What we know 
today is that a primary cause of these mistakes, which occur 
throughout Government, is the lack of adequate internal financial 
controls and business process systems. Some agencies have em- 
ployed new technologies, such as data mining and electronic bene- 
fits transfer, with great success in helping to reduce their error 
rates. More can and must be done. This subcommittee will continue 
to conduct aggressive oversight on this important topic. 

( 1 ) 
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Today we will have from the Honorable Dr. Linda Combs, Con- 
troller in the Office of Federal Financial Management at the Office 
of Management and Budget. Dr. Combs, we again thank you for 
being with us. As in the past, we certainly appreciate your knowl- 
edge and wisdom that you bring to the committee. 

Ms. Combs. Thank you, Mr. Chairman. 

Mr. Platts. We will also be joined by Mr. Charles Johnson of the 
Department of Health and Human Services, who is accompanied by 
Mr. Tim Hill, Chief Financial Officer at the Center for Medicare 
and Medicaid Services. We appreciate both of you being with us as 
well and look forward to your testimony. And we are joined finally 
by McCoy Williams, a regular here at the subcommittee. Mr. Wil- 
liams, we appreciate you being with us and, again, the expertise 
and knowledge you bring to the subcommittee. 

Mr. Williams. Thank you, Mr. Chairman. 

[The prepared statement of Hon. Todd Russell Platts follows:] 
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Committee on Government Reform 

Subcommittee on Government Management, Finance and Accountability 

TODDRVSSEU.PtATTS, CHAIRMAN 



Oversight Hearing: 


The Improper Payments Information Act- Are Agencies Meeting the 
Requirements of the Law? 

Wednesday, April 5, 2006, 2:00 p.m. 

Room 2247 Rayburn House Office Building 


OPENING STA TEMENT OF CHAIRMAN PIA TTS 


Congress has a responsibility to ensure that tax dollars are spent in the most effective manner, 
for their intended purpose. Unfortunately, as we will hear today, billions of dollars continue to be lost 
due to improper payments - any payment that should not have been made. 

The Bush Administration and Congress have made the reduction of improper payments a top 
priority. In support of that goal, this Subcommittee believes that taxpayers have a fundamental right to 
know how their tax dollars are being spent. In 2002, my esteemed former colleague, Congressman 
Steve Horn, who served as Chairman of this Subcommittee, was successful in securing the enactment 
of the “Improper Payments Information Act of 2002”. This law has helped bring to the forefront the 
need to address this issue more aggressively. 

The work of the past few years has brought us a long way to getting our arms around the extent 
of the problem. What we know today is that a primary cause of these mistakes, which occur 
throughout government, is the lack of adequate internal financial controls and business process 
systems. Some agencies have employed new technologies, such as data mining and electronic benefits 
transfer, with great success to help reduce their error rates. More can be done, and we will continue to 
conduct effective oversight on this important topic. 

Today, we will hear from the Honorable Dr. Linda Combs, Controller in the Office of Federal 
Financial Management at the Office of Management and Budget. Dr. Combs, thank you for being 
here. We will also hear from McCoy Williams from the U.S. Government Accountability Office. Mr. 
Williams, you have been very helpful to the Subcommittee over the past three years. Thank you for 
being here again. We will also be joined by Mr. Charles Johnson of the Department of Health and 
Human Services, who is accompanied by Mr. Tim Hill, Chief Financial Officer at the Center for 
Medicare and Medicaid Services. Thank you, and I look forward to your testimony. 
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Mr. Platts. We will proceed with opening statements and then 
get into your statements, and we appreciate the written testi- 
monies you have provided, and if you want to summarize that here 
today, then we will get into questions and answers. 

The gentleman from Tennessee, did you have a statement you 
would like to begin with? 

Mr. Duncan. Yes, Mr. Chairman. Thank you very much. Very 
briefly, I will just say that, you know, the work of this Subcommit- 
tee on Government Management, Finance, and Accountability, I 
guess it is not the most dramatic or colorful or high-profile, but it 
is certainly extremely important, particularly, as we all know, 
when we have a national debt of well over $8 trillion and now we 
have raised the debt limit to $9 trillion because we know we are 
headed very quickly to that level. 

So I think this work is very, very important, and I appreciate the 
seriousness and diligence with which you do your duties, Mr. 
Chairman, and I specifically remember the hearing that you had 
on this same legislation a year or so ago. And, in fact, we all rep- 
resent about 700,000 people, but I send out a newsletter a couple 
of times a year to the 285,000-odd addresses in my district. And 
I wrote about this hearing as one of the topics, one of the many 
topics that I covered in that newsletter. 

We heard some pretty amazing, pretty startling information in 
the hearing last year, and I am pleased that you have called an- 
other hearing, and I look forward to hearing the testimony to see 
what progress has been made since that point. 

Thank you very much. 

Mr. Platts. Thank you, Mr. Duncan, and we always appreciate 
and welcome your participation and your great leadership on finan- 
cial accountability as well. 

Mr. Duncan. Thank you. 

[The prepared statement of Hon. Edolphus Towns follows:] 
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STATEMENT OF CONGRESSMAN ED TOWNS 
HEARING ON IMPROPER PAYMENTS 
APRIL 5, 2006 

Mr. Chairman, I thank you for holding today’s 
hearing on improper payments and their detrimental 
impact on agency operations. I also want to welcome 
back our distinguished panelists and look forward to 
their testimony. 

As many here know, our subcommittee played a 
leading role in development and passage of the 
Improper Payments Information Act of 2002. The 
testimony submitted to us today, however, indicates that 
many programs are either not compliant with Act 
requirements, or remain overburdened in their efforts 
to reduce these payments. 

For FY 2005, the federal government reported 
approximately $38 billion in improper payments 
throughout 57 programs for FY 2005. This amount 
represents a net decrease for improper payments of 
roughly $7 billion over last year, while including 
another 17 programs for review. 
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What is troubling to me, however, is the lack of 
transparency used by major programs to calculate 
improper payment totals, including the Medicare 
program at HHS. While I understand Medicare 
showed significant progress in reducing its improper 
payment level amounts by nearly $10 billion this past 
year, I am going to need further evidence that 
demonstrates HHS auditing and statistical practices are 
reliable for calculating these amounts. 

Furthermore, several of our largest government 
programs, including Medicaid, have yet to provide 
OMB adequate estimates for such payments. Until such 
information is provided, we will fail to have a firm 
grasp of the financial risks inherent to these programs. 

In closing, it’s my hope that we can develop a 
better understanding of these issues from our panelists 
today. Mr. Chairman, this concludes my statement. 
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Mr. Platts. We will proceed to our witnesses. The practice of the 
committee, if we could swear each of you in before your testimonies 
and any others that will he advising you as part of your testi- 
monies here today. If you would like to rise and raise your right 
hands? 

[Witnesses sworn.] 

Mr. Platts. Thank you. You may he seated. The clerk will note 
that all the witnesses have affirmed the oath, and. Dr. Combs, we 
will begin with you, if you would like to proceed. 

STATEMENTS OF LINDA M. COMBS, CONTROLLER, OFFICE OF 
FEDERAL FINANCIAL MANAGEMENT, OFFICE OF MANAGE- 
MENT AND BUDGET; CHARLES JOHNSON, ASSISTANT SEC- 
RETARY FOR BUDGET, TECHNOLOGY, AND FINANCE, U.S. DE- 
PARTMENT OF HEALTH AND HUMAN SERVICES, ACCOM- 
PANIED BY TIMOTHY B. HILL, CHIEF FINANCIAL OFFICER 
AND DIRECTOR, OFFICE OF FINANCIAL MANAGEMENT, CEN- 
TERS FOR MEDICARE AND MEDICAID SERVICES; AND McCOY 
WILLIAMS, DIRECTOR, FINANCIAL MANAGEMENT AND AS- 
SURANCE, U.S. GOVERNMENT ACCOUNTABILITY OFFICE 

STATEMENT OF LINDA M. COMBS 

Ms. Combs. Thank you. Chairman Platts, Congressman Towns, 
and members of this committee. I am certainly pleased to be here 
today to discuss the administration’s efforts to improve the accu- 
racy and integrity of Federal payments. As a reflection of how im- 
portant the effective and efficient stewardship of taxpayer dollars 
is, the President has made the elimination of improper payments 
one of his highest management priorities. I appreciate the oppor- 
tunity we have today to share some recent success stories on agen- 
cy efforts, to discuss steps we are taking to address ongoing chal- 
lenges, and to provide you with the highlights from OMB’s second 
annual report on governmentwide improper payments. 

During fiscal year 2005, the Federal Government made substan- 
tial progress in meeting the President’s goal to eliminate improper 
payments. Most significantly, the governmentwide improper pay- 
ment total reported for fiscal year 2004 decreased from $45.1 bil- 
lion to $37.3 billion, a reduction of approximately $7.8 billion, or 
17 percent. 

Notable accomplishments from this past year include: Medicare’s 
reported improper payments decreased by more than $9 billion, or 
44 percent. 

The U.S. Department of Agriculture reported an error rate of less 
than 6 percent in the food stamp program, which is the lowest 
error rate in the program’s history. 

The Department of Labor reduced improper Unemployment In- 
surance payments by approximately $600 million in fiscal year 
2005. This represents a greater than 15-percent decrease in the 
level of improper payments for this particular program since last 
year’s reporting. 

The Department of Housing and Urban Development has re- 
duced improper payments in this program by more than $1.8 bil- 
lion since 2000. 
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Although several important programs such as the Earned Income 
Tax Credit and Old-Age and Survivors Disability Insurance re- 
ported increases in 2005, the governmentwide improper payment 
total is continuing to trend significantly downward. 

Our CFOs are working together with program officials to lever- 
age new technologies and generate more cost-efficient methods for 
measuring and eliminating improper payments. 

Another critical accomplishment in fiscal year 2005 was that 
Federal agencies reported error measurements on an additional 17 
programs. 

We have an error measurement in place for approximately 85 
percent of all payments deemed risk susceptible by Federal agen- 
cies. Although we are proud of this result, we are not satisfied with 
it. 

Also of note, and in direct response to suggestions made by this 
subcommittee at a previous hearing, agency reporting on improper 
payments to vendors is now included in our governmentwide re- 
porting, providing a more complete picture on governmentwide im- 
proper payments. 

Specifically, Federal agencies reviewed $365 billion in vendor 
payments in fiscal year 2005. They identified $557 million in im- 
proper payments, of which $467 million, or 84 percent, has been re- 
covered to date. 

Because 95 percent of the reported improper payment total con- 
tinues to reside within seven programs, the first seven that we 
identified in 2004, 0MB continues to focus on these particular 
agencies. 

Finally, the administration continues to pursue an aggressive 
legislative agenda in the improper payments arena with a series of 
program, with a series of program integrity reforms included in the 
President’s 2007 budget. 

With the tools of the Improper Payments Act and this adminis- 
tration’s management initiatives hand in hand in effect, the Fed- 
eral Government is in a strong position to build on the dramatic 
reduction in improper payments achieved this year and to ensure 
that an error measurement is provided for all high-risk programs. 
With the goal of ensuring that each taxpayer dollar is spent wisely, 
efficiently, and for the purpose for which it was originally intended, 
we remain committed to eliminating Federal improper payments. 
We look forward to continuing to work with you and this sub- 
committee and Congress to see that this objective is accomplished. 

Thank you, Mr. Chairman, for the opportunity to speak before 
you today. I am pleased to address any questions. 

[The prepared statement of Ms. Combs follows:] 
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Statement of The Honorable Linda M. Combs 
Controller, Office of Federal Financial Management 
Office of Management and Budget 

Before the 

Subcommittee on Government Management, Finance, and Accountability 
Committee on Government Reform 
United States House of Representatives 
April 5, 2006 


Thank you. Chairman Platts, Representative Towns, and Members of the 
Subcommittee. 

I am pleased to be here today to discuss the Administration’s efforts to improve 
the accuracy and integrity of Federal payments. As there is no more important 
undertaking than the effective and efficient stewardship of taxpayer dollars, the President 
has made the elimination of improper payments one of his highest management priorities. 
Through the government-wide effort to improve financial management under the 
President’s Management Agenda (PMA), as well as through the “Eliminating Improper 
Payments” PMA initiative, the Federal financial community is mobilizing people, 
resources, and technology to identify improper payments in all high risk programs, 
establish aggressive improvement targets, and implement corrective actions to meet those 
targets expeditiously. I appreciate this opportunity to share some recent success stories 
on agency efforts, to discuss steps we are taking to address ongoing challenges, and to 
provide you with highlights from 0MB ’s second annual report on government-wide 
improper payments. 

During fiscal year (FY) 2005, the Federal Government made substantial progress 
in meeting the President’s goal to eliminate improper payments. Most significantly, the 
government-wide improper payment total reported for FY 2004 decreased from $45.1 
billion to $37.3 billion, a reduction of approximately $7.8 billion (or 17%.) With this 
result, the Federal Government exceeded its FY 2005 strategic goal for improper 
payment eliminations by $5 billion. 

Much of this success can be attributed to the Improper Payments Information Act 
of 2002 (IPIA) and the PMA, each of which provide an effective accountability 
framework for ensuring that Federal agencies take all the necessary steps to ensure 
payment accuracy. Notable accomplishments from this past year include: 
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• The Department of Health and Human Services (HHS) dramatically improved its 
stewardship of Medicare funds by taking aggressive steps to ensure that the 
necessary documentation was in place to support claims payment. As a result, 
Medicare’s reported improper payments decreased by more than $9 billion. 

• The Department of Agriculture (USDA) continued efforts to reduce improper 
payments in the Food Stamp program by simplifying program administration and 
working with States to ensure that quality control checks are in place. As a result, 
USDA reported an error rate of less than 6% in the Food Stamp program, the 
lowest error rate in the program’s history. 

• The Department of Labor (DOL) reduced improper Unemployment Insurance (UI) 
payments by approximately $600 million in FY 2005. This represents a greater 
than 15% decrease in the level of improper payments for this program since last 
year’s reporting. To continue this success, DOL has undertaken several initiatives, 
including an expansion of its data matching program for the Unemployment 
Insurance (UI) program, ensuring that individuals who have returned to work do 
not continue to receive benefits they are no longer eligible to receive. 

• The Department of Housing and Urban Development (HUD) continued to expand 
and strengthen its income verification program for the Public Housing/Rental 
Assistance program. As a result, HUD has reduced improper payments in this 
program by more than $1.8 billion since 2000, with an additional $200 million in 
reductions reported in FY 2005. 

Although several important programs such as the Earned Income Tax Credit and 
Old-Age and Survivors Disability Insurance (OASDI) reported increases in improper 
payments in FY 2005, the government-wide improper payment total is trending 
significantly downward. A large portion of the increases for these programs is due to 
outlay growth. In fact, the error rates for these programs have remained stable over time. 
Despite its increase in FY 2005, the OASDI overpayment rate is still very low at 0.5% 

Working together with Congress and the Federal financial management 
community, it is my charge to ensure that effective approaches, such as those employed 
at HUD, HHS, DOL, and USDA, are implemented at more agencies and with similar 
results. The Chief Financial Officers Council will continue to play a critical role in our 
efforts by providing a forum for sharing best practices and by exploring partnerships with 
the private sector and states to leverage new technologies and generate more cost 
efficient methods for measuring and eliminating improper payments. 

Another critical accomplishment in FY 2005 was that Federal agencies reported 
error measurements on an additional 17 programs. As noted in the figure below, we are 
referring to this new reporting as Phase II, with Phase I covering the programs originally 


2 



11 


reported in OMB’s FY 2004 report. A third phase of the government’s effort will be 
defined when improper payment measurements are available for remaining programs 
where measurements are currently under development. 


iPIA Reporting Requirements 
Error Measurements for $1.5 Trillion in Payments 



■ Phase II - Additional program payments 
reported In FY 2005. 


□ Phase HI - Program payments where 
error measurement expected in future 
year. 


With agencies now reporting on all Phase I and Phase II activities, we have an 
error measurement in place for approximately 85% of all payments deemed risk 
susceptible by Federal agencies. Although we are proud of this result, we are not 
satisfied with it. As I have stated in previous testimony before this Subcommittee, until 
all high risk programs report an error rate measurement, the totality of the problem will 
not be known. Therefore, through the PMA, we have asked agencies to develop and 
implement aggressive plans to develop error measurements in remaining programs where 
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an error measurement is needed. Based on agency plans, we expect to narrow the 
reporting gap from 1 5% to less than 5% by FY 2007 as measurements are established for 
programs such as Medicaid. 

The absence of an improper payment measurement in Medicaid is due in large part 
to the size and complexity of the program, as well as resource and timing constraints. 
Over the past several years, and especially during the last 12 months, the Department of 
Health and Human Services (HHS) has invested a remarkable amount of effort in 
securing their ability to report an error measurement for the fee-for-service component of 
Medicaid in time for the FY 2007 Performance and Accountability Report (PAR). As 
you know, Medicaid is jointly funded by the Federal Government and the States, and 
each State administers its own Medicaid program. This means that in order to 
successfully obtain a national error rate for this program. States have to be completely 
committed to the measurement process. 

Under the current contracting strategy, a sample of 17 states will be reviewed each 
year. HHS has selected the 17 states for fiscal years 2006 through 2008, and is currently 
drawing the sample of claims for the FY 2006 Medicaid fee-for-service measurement on 
a quarterly basis. In FY 2007, HHS will continue working with the States to obtain and 
report a comprehensive error rate that will include the eligibility, managed care, and fee- 
for-service. This comprehensive error measurement will be reported in HHS’ FY 2008 
PAR. 


Also of note, and in direct response to suggestions made by this Subcommittee at a 
previous hearing, agency reporting on improper payments to vendors is now included in 
our government-wide reporting, providing a more complete picture on government-wide 
improper payments. Specifically, Federal agencies reviewed $365 billion in vendor 
payments in FY 2005, identified $557 million in improper payments, of which $467 
million (or 84%) has been recovered to date.' 

With agencies working to deploy more innovative and sophisticated approaches 
for addressing improper payments, the prospects for additional and significant improper 
payment reductions in the coming years are promising. For the programs reported in 
Phase I, the overall error rate dropped from 3.9% in FY 2004 to 3 . 1 % for FY 2005. If 
these agencies continue to meet their expected reduction targets, we are projecting a 3% 
error rate for FY 2006 and a 2.9% rate for FY 2007. We also expect agencies to expand 
and enhance their recovery audit activities to cover more vendor payments and to 
improve recovery rates. 


' These results reflect updated information from Federal agencies received after all PARs were published in final. 
To reflect these new totals, 0MB recently updated the annual improper payment report and re-posted it on our 
website. 


4 



13 


Because 95% of the reported improper payment total continues to reside within 
seven programs, 0MB continues to focus on these agencies. In addition, we will 
continue to provide close scrutiny of the Department of Defense (DoD) efforts to identify 
and recover improper payments to vendors. To date, we have been impressed by DoD’s 
commitment to improving recovery audit results and maintaining low error rates in other 
major programs, such as Military Health and Retirement benefits. Specifically, Military 
Health reported a 1 .3 1% error rate, Military Retirement reported a . 14% error rate, and 
DoD achieved an 88% recovery rate from internal reviews of vendor payments and 
external recovery auditing efforts. In addition, DoD identified and reported on an 
additional program in their FY 2005 PAR, Military Pay. 

We have found it very encouraging that DoD has carried on its efforts to risk 
assess it program inventory, and determine additional programs to track, if warranted. It 
is our commitment to ensure that DoD continues to improve on results to date and that 
they enhance and expand the significant due diligence efforts underway to identify all 
relevant program areas at risk for improper payments. Taken as a whole, DoD reports an 
error measurement on approximately 75% of its annual outlays. 

Finally, the Administration continues to pursue an aggressive legislative agenda in 
the improper payments arena, with a series of program integrity reforms included in the 
President’s FY 2007 Budget. If enacted, these proposals are projected to generate more 
than $12 billion in savings over 10 years, leading to significant decreases in the 
government-wide improper payment total. 

With the tools of the IPIA and this Administration’s management initiatives in 
effect, the Federal Government is in a strong position to build on the dramatic reduction 
in improper payments achieved this year and to ensure that an error measurement is 
provided for all higher risk programs. With the goal of ensuring that each taxpayer dollar 
is spent wisely, efficiently, and for the purpose for which it was originally intended, we 
remain committed to eliminating Federal improper payments. We look forward to 
continuing to work with the Congress to see this objective accomplished. 

Thank you, Mr. Chairman, for the opportunity to speak before you today. I am 
pleased to address any questions. 
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Mr. Platts. Thank you, Dr. Combs. 

Secretary Johnson. 

STATEMENT OF CHARLES JOHNSON 

Mr. Johnson. Chairman Platts, Mr. Duncan, other members of 
the committee, I am delighted to be with you today. Thank you for 
the invitation. I am pleased to have Mr. Tim Hill adjacent to me. 
He is with the Centers for Medicare and Medicaid Services. 

I have only been at Health and Human Services less than 1 year, 
but I spent considerable time looking at improper payments be- 
cause of my strong belief that we have a genuine responsibility to 
the American taxpayer to protect their dollars. 

Although more must be done, I am very pleased with what has 
already been accomplished at Health and Human Services, let me 
review our seven improper payment programs to give you a status 
report, starting with our largest program. Medicare. 

The Department has been testing error rates in Medicare for 10 
years, going back to 1996. In my judgment, we have a mature, so- 
phisticated program that is a model for the rest of the programs 
in our Department. 

In fiscal year 2005, we reported a Medicare fee-for-service error 
rate of 5.2 percent. That is a significant reduction from the 10.1 
percent reported in the prior year. Now, this significant reduction 
can be attributed to the aggressive actions that we have taken to 
require adequate documentation. This does not necessarily trans- 
late into savings in the traditional sense, but no entity in the world 
should make payments without adequate documentation. 

Significant error rate reductions from this point will be more dif- 
ficult to achieve, but we intend to remain aggressive. Beginning 
this year, HHS will produce error rates twice a year. This in- 
creased availability of data will help not only us by our contractors 
to better target efforts to reduce payment errors. We have also 
adopted more incentives for contractors to eliminate improper pay- 
ments. 

Let me talk about the State Children’s Health Insurance Pro- 
gram and Medicaid together. 

In Medicaid, we have used a number of different pilots and dem- 
onstration projects to eliminate improper payments for this State- 
operated program. Much was learned from these projects, and 
there is evidence that we have had a reduction in improper pay- 
ments where those measures were used. Whereas, Medicare is a 
single, consistent Federal program, by design each State runs its 
Medicaid program differently. After much review, the Department 
made a wise decision. We have concluded that we have a successful 
methodology in Medicare, and if we replicate that 50 times, we can 
achieve the same success in 50 States. 

We are now launched on a Medicaid error rate program that is 
certain to be successful because it is proven. Now, this has caused 
us some delay in our originally intended reporting dates, but it will 
prove to be worth it. In the meantime, we will have interim data 
that will be useful to HHS and to this committee. 

In 2006, contractors will measure national Medicaid error rates 
in 17 States, and by the end of fiscal year 2008, all 50 States and 
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the District of Columbia will be covered for both Medicaid and 
SCRIP. 

Let me cover the rest of the programs. 

Head Start: Under Head Start legislation, grantees are required 
to be monitored at least once every 3 years. We reported the Head 
Start payment error rate reduction from 3.9 percent in fiscal year 
2004 to 1.6 percent in fiscal year 2005, primarily achieved by rein- 
forcing the requirement that 90 percent of the served population 
must come from low-income families. 

Foster Care Program: In the Foster Care Program, we developed 
a methodology for estimating a national error rate centered around 
eligibility, and these eligibility reviews are required by regulation. 
The fiscal year 2004 rate was 10.3 percent. That dropped to 8.6 
percent in 2005. 

The Temporary Assistance for Needy Families, TANF Program. 
Although we have had many pilots which were successful, we have 
not yet identified an efficient and effective approach for determin- 
ing an estimate of improper payments in the TANF Program. In 
the meantime, we have installed alternative procedures to stop im- 
proper payments immediately upon discovery. 

States are finding remarkable success in matching various data 
bases to look for individuals who are drawing benefits in more than 
one State, individuals who are employed in one State and drawing 
benefits in another State, and individuals who are newly employed 
and are not informing State officials. I am pretty excited about 
these data base matches. 

Child Care Program. As with TANF, the Child Care Program leg- 
islation gives the States great flexibility in the design and adminis- 
tration of the program. For child care, we have initiated an im- 
proper payment pilot in which 19 States have participated. Based 
upon these pilots, we believe we have a methodology to valuate 
participant eligibility, which we have determined to be our greatest 
risk area. 

In conclusion, Mr. Chairman, Mr. Duncan, the American tax- 
payer is well served by the money spent by HHS to combat im- 
proper payments and particularly health care fraud and abuse. Let 
me leave you with a very impressive recovery statistic. Since 1997, 
we have spent $5.7 billion on Medicare program integrity work and 
have recovered nearly $82 billion. That is a 14:1 return rate over 
the life of this program. 

Thank you for the opportunity to give you an update on the De- 
partment’s improper payment initiatives, and I will be pleased to 
answer any questions you may have. 

[The prepared statement of Mr. Johnson follows:] 
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Good afternoon, Mr. Chairman and Members of the Subcommittee. Thank you for 
inviting me before you today. It is a pleasure and honor for me to have the opportunity to 
update you on the U.S. Department of Health and Human Services’ (HHS or the 
Department) improper payment initiatives. 

The Department is firmly committed to ensuring the highest measure of accountability to 
the American people. With the size and scope of HHS programs, we know that it is 
critical to prioritize and be aggressive in our activities to identify and take action to 
reduce improper pa)fments. Over the past several years, we have had many successes and 
accomplishments in this area. I am pleased to share some of these with you today as well 
as some of the challenges we face. 

As required under the Improper Payments Information Act of 2002 (IPIA) and related 
guidance issued by the Office of Management and Budget (0MB), the Department is 
estimating, or in the process of developing or implementing methodologies to estimate 
improper payments for seven of its programs: Medicare, Medicaid, State Children’s 
Health Insurance Program (SCHIP), Temporary Assistance for Needy Families (TANF), 
Foster Care, Head Start and the Child Care and Development Fund (CCDF). These seven 
programs account for close to 90 percent of HHS’ $640 billion total estimated FY 2006 
outlays. In terms of both size and potential for growth, the risk and impact of improper 
payments is greatest for the two HHS programs which accoimt for 80 percent of the total 
outlays - Medicare and Medicaid. I will describe briefly the activities and initiatives HHS 
is engaging in for each of these programs. It is important to note that my testimony today 
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is primarily focused on improper payments. Those cases involving fraud are referred to 
the HHS Office of the Inspector General (OIG) and prosecuted by the Department of 
Justice (DOJ), which provides an important deterrent to fraudulent payment schemes. 

MEDICARE 

The Department’s largest program, Medicare, accounts for close to 50 percent of the 
HHS outlays. Medicare is a Federal health insurance program administered by HHS that 
provides medical insurance to 42 million people. The majority of Medicare spending is 
for fee-for-service (FFS) hospital and physician services. The FFS component of 
Medicare covers a vride range of other items and services, including home health care, 
ambulance services, medical equipment, and preventive services. The HHS Centers for 
Medicare & Medicaid Services (CMS) administers the Medicare FFS claims processing 
and payment systems through contracts with Carriers, Durable Medical Equipment 
Medicare Administrative Contractors, and Fiscal Intermediaries (FIs). These entities, in 
addition to Quality Improvement Organizations (QIOs) and Payment Safeguard 
Contractors (PSCs), review claims submitted by other providers to ensure payments are 
made only for medically necessary services covered by Medicare for eligible individuals. 
HHS estimates that the contractors processed over one billion claims from providers, 
physicians, and suppliers for items and services that Medicare covers. 

In 1996, HHS’ OIG began estimating improper payments in the Medicare FFS program 
as part of the financial statement audit required by the Chief Financial Officer’s Act of 
1990. The OIG produced FFS error rates from FYs 1996 - 2002. Begiiming in FY 2003, 
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HHS, working with the OIG, implemented a more robust process - the Comprehensive 
Error Rate Testing (CERT) program - to assess and measure improper payments in the 
Medicare FFS program. The CERT program not only produces a national paid claims 
error rate but also provides very specific improper payment rates, including contractor- 
specific improper payment rates which measure the accuracy of our claims processors; 
provider-type specific improper payment rates which measure how well the providers 
who care for beneficiaries are preparing and submitting claims; and benefit service-type 
improper payment rates and other management related information which provides 
insight into payment errors by region and reason. The Medicare FFS improper payment 
estimate is derived from two programs; the CERT program and the Hospital Payment 
Monitoring Program (HPMP). Each component represents about 50 percent of the total 
FFS Medicare payments. The CERT program has provided HHS with a powerful tool to 
identify problems in claims processing and address these problems through specific 
corrective action plans. 

In November 2005, HHS reported a Medicare FFS paid claims error rate of 5.2 percent, 
which is significantly lower than the 10.1 percent rate reported in FY 2004. Our goal was 
to lower the national Medicare FFS error rate to 7.9 percent by November of 2005, with a 
long term goal of 4.7 percent by 2008. We have far exceeded our goal in having reduced 
the error rate 2.7 percent beyond the 2005 target. 

The significant reduction in the Medicare FFS error rate from 2004 to 2005 can be 
attributed to marked improvement in the no documentation and the insufficient 
documentation error rates. In the past, a primary cause of Medicare payment errors has 



20 


been providers not submitting the medical record documentation needed to verify the 
appropriateness of payment in response to our requests for documentation. Often 
providers did not understand the CERT program or were concerned that submitting 
medical records to a HHS contractor would be in violation of Health Insurance 
Portability and Accountability Act (HIPAA) regulations. However, the HIPAA Privacy 
Rule permits disclosure of protected health information to carry out treatment, payment 
or health care operations. Thus we expanded our education efforts to ensure that 
providers imderstand that responding to our requests does not violate HIPAA. 
Documentation is crucial to the medical review process used to verify the appropriateness 
of payment. If the documentation is missing or incomplete, no determination can be 
made. Historically, the CERT program has taken a conservative approach to dealing with 
missing or insufficient medical record documentation; a claim with missing or 
incomplete documentation was scored as an error. 

Another significant cause of errors has been providers not submitting the appropriate 
types of medical record documentation to support the types of services billed to the 
Medicare program. HHS took action to help reduce these errors by giving providers an 
opportunity to submit additional documentation if the initial review of the medical 
records indicated that the provider’s first submission was insufficient to make a 
determination. 

These aggressive actions successfully lowered the number of no documentation and 
insufficient documentation errors: the no documentation rate was reduced from 3.1 
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percent of the error rate in 2004 to .7 percent in 2005. The insufficient documentation 
error rate dropped from 4.1 percent in 2004 to 1.1 percent in 2005. 

Beginning this year, HHS will be producing error rates twice a year. This increased 
availability of data will help HHS and its contractors to better target efforts to reduce 
error rates. 

The CERT and HPMP statistical methodologies that HHS uses to calculate the Medicare 
national FFS error rate were reviewed by PricewaterhouseCoopers, LLP (PwC) in FY 
2004. As a result of the review, PwC reported the “fee-for-service error rate to be 
statistically valid.” In addition, GAO issued a report this past month entitled “CMS 
Methodology Adequate to estimate National Error Rate,” which supports the adequacy of 
the methodology. 

While the CERT program and HPMP have been useful for guiding our efforts in the 
Medicare FFS program, they do not provide a measure for payments in Medicare 
Advantage or the Medicare Prescription Drug Benefit Program. These programs added by 
the Medicare Prescription Drug, Improvement, and Modernization Act of 2003 (MMA) 
represent about 18% of Medicare benefit outlays in FY 2006, and will grow in future 
years. HHS is in the process of evaluating how to best address improper payments in 
these programs. 
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HHS program integrity activities are primarily ftmded through the Medicare Integrity 
Program (MIP), established by the HIPAA. The MIP includes medical review and 
benefit integrity activities, provider education and training. Medicare Secondary Payer, 
and provider audits. HHS overall program integrity efforts are supplemented by funding 
from HHS program management account and other funds made available from the Health 
Care Fraud and Abuse Control (HCFAC) account. Additionally, new Medicare contractor 
reform legislation enacted through the MMA and the implementation of the new 
Healthcare Integrated General Ledger Accounting System, will further enhance MIP’s 
effectiveness. 

When Congress enacted the Deficit Reduction Act of 2005 (DRA), they included 
additional one-year funding for MIP in FY 2006 to help fund program integrity efforts in 
the new MMA Medicare Advantage and prescription drug benefit programs. DRA also 
included additional funding in FY 2006 and beyond for the Medicare-Medicaid data 
match (Medi-Medi) program in MIP. 

The Administration's budget request for FY 2007 provides new resources for reducing 
improper payments. The budget includes $1.1 billion from the HCFAC accoimt to fight 
improper Medicare and Medicaid payments and other health care fraud, waste, and 
abuse. To supplement these efforts, the Budget requests $118 million for efforts to 
protect the new Medicare prescription drug benefit and the MA program against fraud, 
waste, and error, as well as reduce errors in Medicaid. These funds are part of a 
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Government-wide proposal to fund program integrity activities through a discretionary 
cap adjustment 

HHS’ actions to safeguard Federal funds are not just limited to the error rate programs 
described in this testimony. Program and fiscal integrity oversight is an integral part of 
the HHS financial management strategy and a high priority is placed on detecting and 
preventing improper or fraudulent payments. To that end, HHS has made significant 
changes to its program integrity activities in the past year. These changes include the 
creation of new divisions within HHS to focus on data analysis to identify problem areas 
through trend analysis of claims data and to oversee potential fraud areas in the discount 
drug card and prescription drug benefit programs. 

Several specific actions have been taken by HHS to ensure that Federal dollars are being 
properly spent and fraudulent billings are stopped when they are detected. In particular, a 
satellite office in Los Angeles, California has been created to work in conjunction with an 
existing satellite office in Miami, Florida and has been instrumental in helping curtail 
fraudulent spending in high risk areas. Nine Medi-Medi projects that HHS has in place in 
key States also help identify aberrant spending through their matching of Medicare and 
Medicaid claims data. For the first time. Medicare claims and Medicaid claims are being 
jointly data mined to identify fraud and abuse. Data mining health care claims for 
fraudulent activity has been commonplace for several years now. However, by blending 
both programs’ claims, patterns emerge that may not have been as evident when viewed 
separately. In many cases, a small number of fraudulent providers are exploiting both 
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programs. The knowledge gleaned from our Medi-Medi activities helps both programs 
identify vulnerabilities and plug those gaps. This project will help reduce overall 
payment errors. Since inception, the Medi-Medi projects have yielded 335 investigations 
with an estimated $ 1 82 million dollars at risk. 

When instances of fraud or abuse are detected through any of these oversight 
mechanisms, HHS refers those cases to law enforcement. HHS has actively partnered 
with its law enforcement partners at the DOJ and OIG to aggressively pursue 
enforcement actions against those providers and suppliers that are found to be 
deliberately defrauding the Federal health care programs. 

MEDICAID AND STATE CHILDREN’S HEALTH INSURANCE PROGRAM 
(SCHIPI 

The Department’s second largest program, Medicaid, accounts for over 30 percent of 
Department outlays. Unlike Medicare, it is administered primarily by State Governments. 
While the Federal Government provides financial matching payments to the States, each 
State is responsible for overseeing its Medicaid Program, and each State essentially 
designs and nms its own program within the Federal structure. The Federal Government 
pays the States a portion of their costs through a statutorily determined matching rate 
called the Federal Medical Assistance Percentage, or FMAP, that currently ranges 
between 50 and 76 percent. In FY 2006, total Medicaid expenditures - those that include 
both Federal and State contributions - are estimated to be approximately $340 billion. 
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In FY 2000, HHS adopted a Government Performance and Results Act (GPRA) goal to 
explore the feasibility of developing a methodology to estimate improper payments in the 
Medicaid Program. Beginning in 2001, HHS formally solicited States to participate in 
the development of a model to estimate payment accuracy. Only three States, Illinois, 
Texas, and Kansas, had attempted to estimate payment error in their respective State 
Medicaid Programs prior to HHS initiating pilot projects. 

From FYs 2002-2005, HHS conducted the Pa)mient Accuracy Measurement (PAM) and 
Payment Error Rate Measurement (PERM) pilot projects with extensive collaboration 
from participating States to determine a systematic means of measuring payment errors at 
the State and national levels. From these pilot projects, HHS was able to develop a 
methodology to estimate a State-specific payment error rate that would be the basis for 
the national Medicaid error rate as well as the SCHIP. 

In FY 2006, contractors will measure a national Medicaid FFS error rate in 17 States 
based on medical reviews and data processing reviews. In FYs 2007 and 2008, 
contractors will measure national Medicaid and SCHIP FFS and managed care (MC) 
payments in 17 selected States, and the States will measure eligibility payment errors. 
Comprehensive Medicaid and SCHIP error rates (MC, FFS and eligibility) will be 
reported in the FY 2008 PAR. 
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TEMPORARY ASSISTANCE FOR NEEDY FAMILIES fTANF> 

The TANK Program provides a capped pre-appropriated annual block grant of 
approximately $16.5 billion to States, Territories and eligible Tribal programs to help 
families transition from welfare to self-sufficiency. In the past several years, HHS has 
worked toward identifying strategies for estimating payment errors in the TANF 
Program. Four different activities were identified to assist in efforts to reduce the 
occurrence of improper payments in the TANF Program. These activities and related 
actions taken include: 

• HHS is soliciting information from States on their practices for identifying and 
reducing improper payments in the TANF Program. HHS developed a survey 
instrument to solicit information on State systems and practices for identifying 
and reducing improper payments in the TANF Program that will be placed on a 
website for information sharing among the States; 

• HHS conducted an improper payments pilot project with volunteer States in 
which the States had a more in-depth review of TANF expenditures during their 
0MB Circular A-133, Audits of States, Local Governments, and Non-Profit 
Organizations, audit process. The objective of the pilot is to explore the viability 
of estimating improper payments using the A-133 audit process. HHS obtained 
agreement from one State (Alabama) to participate in the A-133 audit pilot 
project. In the expanded audit, the auditors used a statistical sample of a fixed size 
for a test of controls (attribute sampling method). The auditors reviewed 208 
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TANF cases to achieve a 95 percent confidence level with an expected deviation 
rate of 2.25 percent. The auditors reported an overall case error rate of 20 percent 
and a payment error rate of 3.9 percent. HHS contacted six States to increase the 
number of States participating in the A- 133 pilot in FY 2006. Of the six States 
contacted, only three States agreed to participate. HHS will report on the results 
of the audits in these three States in the FY 2006 PAR; 

• HHS initiated various activities to improve data match capability and increase 
State utilization of the Public Assistance Reporting Information System (PARIS). 
PARIS provides a Federal computer matching capability to assist State Public 
Assistance Agency (SPAA) efforts to validate client-reported information and 
identify potential improper payments (using client social security numbers) in the 
Medicaid, TANF and Food Stamps Programs. PARIS includes the Department of 
Veterans Affairs (VA) match and a VA spousal match; a Department of 
Defense/Office of Personnel Management match (active and retired military 
personnel and Federal employees); and an interstate match (duplicate payments 
made to the same client in more than one State). Every quarter, PARIS member 
States voluntarily choose whether, and in which match to participate (at no charge 
to them). The more States that join and conduct matches under PARIS, the wider 
the net of potential matches of information becomes available to PARIS member 
States to validate public assistance program client-reported information and 
identify potential improper payments - especially under the interstate match. 

HHS also engaged in a number of activities to improve data match capability and 
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usefulness, as well as increasing State utilization of PARIS. HHS will continue to 
work on expanding State participation and improving PARIS capability in FY 
2006; and 

• HHS is continuing to expand State access to the National Directory of New Hires 
(NDNH), The NDNH offers solutions to the prevalent under-detection by States 
and reporting of employment of TANF recipients. The NDNH was authorized 
under the welfare reform legislation to provide a national database of employment 
information for the purpose of collecting child support payments. The NDNH 
contains three database components: 1) new hires - information on new 
employees (filled out W-4 data); 2) quarterly wage data which includes 
information on individual employees from the records of State workforce and 
Federal agencies; and 3) unemployment compensation. HHS has initiated a 
demonstration project to provide State TANF agencies direct access to match 
their TANF caseloads against the databases. This effort began with a pilot effort 
in the District of Columbia (DC). In the DC pilot, 33 percent of the individuals 
submitted were matched to a possible job, and over 81 percent of those identified 
were verified as actually being employed. Of those verified as employed, DC 
closed 47 percent of the cases and reduced benefits for 53 percent of the cases. 

The vast majority of these recipients were not known to be employed by the State 
TANF agency. In FY 2005, all State TANF agencies were given access to the 
NDNH. To encourage use of the NDNH to carry out program responsibilities, 
HHS has provided States access to conduct up to 12 matches (one per month) 
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against the New Hires (W-4 data) database in FY 2006. Since July 2005, 31 
States, DC and Puerto Rico have conducted matches. Together, these States and 
Territories account for 82 percent of the TANF caseload. During FY 2006, HHS 
will continue working with the States. 

Although HHS is engaging in many activities which have been quite successful in 
identifying improper payments, HHS has not yet identified an efficient and effective 
approach for determining an estimate of improper payments in the TANF Program. One 
of our most significant challenges has been the flexibility that States have in the design 
and administration of the program. Also, there are statutory limitations with regard to the 
information that HHS can request of States. HHS is in the process of considering the 
work that has been done thus far and will be exploring other potential approaches in the 
coming months toward formulating a feasible and detailed plan for estimating payment 
errors in TANF. 

HEAD START 

The Head Start Program is an $6.8 billion program that provides grants to local public 
and non-profit agencies to provide comprehensive child development services to children 
and families, primarily preschoolers from low-income families. Head Start regulations 
allow Head Start programs to serve up to 10 percent of their enrolled children (49 percent 
in certain situations for tribal Head Start programs) from families who do not meet Head 
Start income requirements. Under Head Start legislation, grantees are required to be 
monitored at least once every three years. In FY 2004, HHS developed a methodology for 
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estimating a national Head Start payment error rate building on the required review 
process. HHS has reported Head Start payment error rates in FY 2004 (3.9 percent) and 
FY2005 (1.6 percent). 

FOSTER CARE 

The Foster Care Program is a $4.8 billion program that is designed to help States provide 
safe, appropriate, 24-hour, substitute care for children who are under the jurisdiction of 
the administering State agency and who need temporary placement and care outside their 
homes. Under the regulatory review promulgated at 45 CFR 1356.71, primary reviews 
are conducted in each State every three years by teams who review 80 cases selected 
from the State’s title IV-E foster care population. These reviews are intended to recover 
title IV-E funds claimed by States for ineligible cases and, in conjunction with the 
required program improvement plan (PIP) for those States determined to be non- 
compliant, to help change their behavior so that subsequent reviews will result in lower 
error rates. 

HHS developed a methodology for estimating a national payment error rate for the title 
IV-E Foster Care Program using data gathered in the eligibility reviews conducted in FY 
2001 - 2004. The FY 2004 error rate was 10.33 percent and the FY 2005 final error rate 
was 8.6 percent. 
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HHS has begun measuring underpayments in the reviews that are being conducted in F Y 
2006. In the coming year, HHS will continue to measure error cases and begin 
implementing its plan to measure Foster Care administrative cost payment errors. 

CCDF 

The Child Care and Development Fund (CCDF), a $4.9 billion block grant program, is 
composed of three distinct funding elements (mandatory, discretionary and matching) 
authorized in two different statutes. During FY 2003, HHS began to work toward 
identifying strategies for estimating payment errors in CCDF. In FY 2004, HHS initiated 
an improper payment pilot project to assess the efforts of eleven States to prevent and 
reduce improper payments in their child care programs and to explore feasible strategies 
to measure and estimate improper payments for the program. HHS expanded State 
participation in the pilot project from eleven to eighteen States in FY 2005 and continued 
to work on a strategy for determining a payment error rate in the CCDF. Further, HHS 
partnered with Regional and State staff to test an error rate methodology in four States 
focused on the client eligibility process. 

HHS drafted a report of the findings which includes a preliminary error rate calculated 
for each of the four States and an estimated analysis of the cost incurred by each State. 
HHS also developed a survey instrument to solicit information on a voluntary basis from 
States on State systems and practices for identifying and reducing improper payments in 


the CCDF. 



32 


CCDF gives the States flexibility in the design and administration of the Program which 
has presented challenges in developing a model or methodology that can be used by all 
States. HHS is developing a plan for applying the error rate methodology that was tested 
in the four States in FY 2005, to all the States over time. This methodology focuses on 
client eligibility and involves an intensive case review process to identify cases with 
errors, cases with improper payments, percentages of payments made in error, average 
amounts of improper payments, and minimum and maximum amounts of improper 
payments. It is expected that by the end of FY 2007, HHS will have error rates for nine 
States. 

CONCLUSION 

Mr. Chairman, and Subcommittee members, in conclusion, HHS has had numerous 
accomplishments and successes in its improper payment activities. In our largest 
program, Medicare, we are estimating improper payments and seeing the results of our 
corrective actions in a significant drop in the error rate. In our second largest program, 
Medicaid, we have developed and are working on implementing a plan for estimating 
improper payments. In two other programs. Head Start and Foster Care, we have 
achieved efficiencies in utilizing reviews required by legislation or regulation in 
developing our methodologies for determining estimates in these programs. In Medicare, 
Head Start and Foster Care Programs we experienced a decrease in improper payments 
through identification and implementation of appropriate corrective action. In the CCDF 
Program, we will begin implementing an approach for estimating payment errors in the 
near future. In the coming months, HHS plans to consider the results of TANF activities. 
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perform various analyses, and explore the viability of other strategies recently identified 
for estimating TANF improper payments. Our data matches and pilot activities have not 
only been successful in identifying and reducing improper payments, they have allowed 
us to build strong partnerships with the States in our endeavors to reduce improper 
payments. In the coming months, we will continue to work toward achieving compliance 
with the IPIA in overcoming the challenges we face in our TANF program and in 
implementing our plans for estimating improper payments in the Medicaid, SCHIP and 
CCDF Programs. 

Thank you again for this opportunity to talk update you on the Department’s improper 
payment initiatives. At this time, I will be pleased to answer any questions. 
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Mr. Platts. Thank you, Mr. Secretary. 
Mr. Williams. 


STATEMENT OF McCOY WILLIAMS 

Mr. Williams. Thank you, Mr. Chairman, Congressman Duncan. 
I am pleased to be here today to discuss the governmentwide prob- 
lem of improper payments in Federal programs and activities. Our 
work over the past several years has shown that improper pay- 
ments are a long-standing, widespread, and significant problem in 
the Federal Government. The extent of the problem initially had 
been underestimated because only a limited number of agencies re- 
ported their annual payment accuracy rates and estimated im- 
proper payment amounts prior to the passage of the Improper Pay- 
ments Information Act of 2002. Our work has also shown that pri- 
mary causes of improper payments are lack of internal controls or 
a breakdown in existing controls. 

The act has increased visibility over improper payments to a 
higher, more appropriate level of importance. It requires executive 
agency heads, based on guidance from 0MB, to identify programs 
and activities susceptible to significant improper payments, esti- 
mate amounts improperly paid, and report on the amounts of im- 
proper payments and their actions to reduce them. Further, in fis- 
cal year 2005, 0MB began to separately track the elimination of 
improper payments under the President’s management agenda. 

Mr. Chairman, fiscal year 2005 marked the second year that 
Federal agencies governmentwide were required to report improper 
payment information in their performance and accountability re- 
ports. The governmentwide improper payment estimate for fiscal 
year 2005 exceeded $38 billion, but did not include any amounts 
for some of the highest risk programs, such as Medicaid, with out- 
lays exceeding $181 billion for fiscal year 2005. 

While the Federal Government has made progress under the 
leadership of 0MB, significant challenges remain to effectively 
achieve the goals of the act. For example, while progress has been 
made in identifying programs susceptible to the risk of improper 
payments, the full magnitude of the problem remains unknown be- 
cause some agencies have not yet prepared estimates of improper 
payments for all of their programs. We note in my written state- 
ment that seven major agency programs with outlays totaling 
about $228 billion have not reported improper payment estimates. 
These agencies have been required to report this information since 
2002 with their fiscal year 2003 budget submissions under previous 
0MB Circular A-11 requirements. Further, agency auditors have 
identified major management challenges related to agencies’ im- 
proper payment estimating methodologies and internal control 
weaknesses for programs susceptible to significant improper pay- 
ments. 

We recognize that measuring improper payments and designing 
and implementing actions to reduce them are not simple tasks and 
will not be easily accomplished. The ultimate success of the govern- 
mentwide effort to reduce improper payments depends on the level 
of importance each agency, the administration, and the Congress 
place on the efforts to implement the act. 
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In closing, I want to thank you and the members of the sub- 
committee for your continued interest in this issue and providing 
important leadership and oversight. I look forward to continuing to 
work with this subcommittee as well as Federal agencies to help 
address this problem. 

This concludes my statement. I would be pleased to answer any 
questions that you or other members of the subcommittee may 
have. 

[The prepared statement of Mr. Williams follows:] 
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FINANCIAL MANAGEMENT 

Challenges Continue in Meeting 
Requirements of the Improper Payments 
Information Act 


What GAO Found 

The federal government continues to make progress in identifying programs 
susceptible to the risk of improper payments in addressing the new IPIA 
requirements. At the same time, significant challenges remain to effectively 
achieve the goals of IPIA The 33 fiscal year 2005 PARs GAO reviewed show 
that some agencies stiU have not instituted systematic methods of reviewing 
all prograrm and activities, have not identified ail programs susceptible to 
significant improper payments, or have not annually estimated improper 
payments for their susceptible programs as required by the act. 

The full magnitude of the problem remains unknown because some agencies 
have not yet prepared estimates of improper payments for all of their 
programs. Of the 33 agencies reviewed, 18 reported over $38 billion of 
improper payments in 57 programs. This represented almost a $7 billion, or 
16 percent, decrease in the amount of improper payments reported by 17 
agencies in fiscal year 2004. However, as shown in tiie table below, the total 
improper payments estimate does not include 7 major agency programs with 
outlays totaling about $228 billion. 


Major Programs Tbat Have Not Reported Improper Payments Estimates 


Dollars in billions 

Agency 

Program 

Fiscal year 
2005 eutlavs 

Target fiscal year 
for estimating 

Dec^rtment of Aariculture 

Schod Proorams 

S8.2 

2007 

Department of Health and 
Human Settees 

State Children's Insurance 
Prooram 

5.1 

2008 

Depaitinent of Agriculture 

Women, Infants, and 

Children 

4,8 

2008 

Department of Health and 
Human Services 

Medicaid 

181.7 

2008 

Department of He^th 

Humrm Services 

Child Care and Development 
Fund 

4.9 

Did not report 

Department of Health and 
Human Services 

Temporary Assistance for 
Nee^ Families 

17,4 

Did not report 

Department of Housing and 
Urban Oevelooment 

Community Development 

Block Grant 

5.4 

Did not report 

Total 


$227.5 



Sau(cs«: Office o( Managemeni end Budget and cued agues' fiscal ysar 2005 PABs. 


Further, agency auditors have identified ma^jor management challenges 
related to agencies’ improper payment estimating methodologies and 
significant internal control weaknesses for programs susceptible to 
sigaificant improper payments. In addition, two agency auditors cited 
noncompiiance with IPIA in their annual audit reports. 

For fiscal year 2005 PARs, agencies that entered into contracts with a total 
value exceeding $500 million annually were required to report additional 
information on their recovery audit efforts. Nineteen agencies reported 
reviewing over $300 billion in vendor payments, identifying approximately 
$557 million to be recovered, and actually recovering about $467 million. 
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Mr. Chairman and Members of the Subcommittee: 

I am pleased to be here today to discuss the govemmentwide problem of 
improper payments in federal programs and activities.' Our work over the 
past several years has demonstrated that improper payments are a long- 
standing, widespread, and significant problem in the federal government. 
The extent of the problem initially had been masked because only a limited 
number of agencies reported their aimual payment accuracy rates and 
estimated improper payment amounts prior to the passage of the Improper 
Payments Information Act of 2002 (IPIA).® 

Fiscal year 2005 marked the second year that federal agencies 
govemmentwide were required to report improper payment information 
under IPIA in their performance and accountability reports (PAR). IPIA has 
increased visibility over improper payments to a higher, more appropriate 
level of importance by requiring executive agency heads, based on 
guidance from the Office of Management and Budget (0MB),® to identify 
programs and activities susceptible to significant improper payments, 
estimate amounts improperly paid, and report on the amounts of improper 
payments and their actions to reduce them. Further, in fiscal year 2005, 
0MB began to separately track the elimination of improper payments 
under the President’s Management Agenda (PMA). 

As collected from agencies’ fiscal year 2005 PARs, the govemmentwide 
improper payment estimate for fiscal year 2005 exceeded $38 billion, but 
did not include any amounts for some of the highest risk programs, such as 
Medicaid with outlays exceeding $181 billion for fiscal year 2005. 1 highlight 
these omissions later in my testimony. From our review, we noted that 
agencies made progress in addressing improper payments by implementing 
processes and controls to identify, estimate, and reduce improper 
payments. For example, ^encies demonstrated improved error detection 
and measurement by addressing and reporting improper payments 


‘We use Uie term improper payments to include inadvertent errors, such as duplicate 
payments; payments for services not rendered; payments to ineligible beneficiaries; and 
payments resulting from fraud by program participants, federal employees, or both. 

2Pub. L No. 107-300, 116 Stat 2350 (Nov. 26, 2002). 

^OMB Memorandum M-03-13, Improper Payments lojbrmation Act of 2002 (Public Law 
107-300), May 21. 2003. 
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estimates for 17 newly reported programs^ totting about $1.2 billion, 
which are included in the govemmentwide improper payments estimate 
now totaling over $38 billion. However, we noted that some agencies still 
have not instituted systematic methods of reviewing all programs and 
activities, have not identified all programs susceptible to significant 
improper payments, or have not annually estimated improper payments for 
their high-risk programs. 

Because of the Subcommittee’s interest in addressing the govemmentwide 
improper payments issue, you asked us to report on the progress made by 
agencies in complying with requirements of IPIA and the status of efforts to 
identify, reduce, and eliminate improper payments. In ray testimony today, 
I win discuss (1) the extent to which agencies have performed the required 
assessments to identify programs and activities that are susceptible to 
significant improper payments, (2) the annual amount of improper 
payments estimated by the reporting agencies, and (3) the amount of 
improper payments recouped through recovery audits. A list of related 
GAO products is provided at the end of this testimony. 

The scope of our review included the 35 federal agencies® that the 
Department of the Treasury (Treasury) determined to be significant to the 
U.S. government’s consolidated financial statements. Based on available 
information, we reviewed improper payment information reported by 33 
agencies® in their fiscal year 2005 PARs or annual reports. We further 
reviewed 0MB guidance on implementation of IPIA and its report on the 
results of agency-specific reports, significant findings, agency 
accomplishments, and remsuning challenges. We did not independently 
validate the data that agencies reported in their PARs or annual reports or 
that 0MB reported. However, we are providing these agency-reported data 
as descriptive information that will inform interested parties about the 
magnitude of govemmentwide improper payments and other improper 
payments related information. We beUeve the data to be sufficiently 
reliable for this purpose. We conducted our work from February 2006 to 


‘Fiscal year 2005 was the first time that these agency programs were reported under the 
reporting requirements of IPIA 

®See Treasury Pirianciai Manual, vol. I, part 2, ch. 4700. A list of the 35 agencies is included 
in app. II. 

®Two agencies’ annual reports were not available prior to the end of our fieldwork. 
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March 2006 in accordance with generally accepted government auditing 
standards. 


Background 


Before I discuss our review of agencies' fiscal year 2005 PARs, I would like 
to sumraaitee IPIA, related 0MB initiatives, and statutory requirements for 
recovery audits. The act, passed in November 2002, requires executive 
branch ^ency heads to review their programs and activities annually and 
identify those that may be susceptible to significant improper payments. 
For each program and activity agencies identify as susceptible, the act 
requires them to estimate the annual amount of improper papients and to 
submit those estimates to the Congress. The act further requires that for 
programs for which estimated improper payments exceed $10 million, 
agencies are to report annually to the Congress on the actions they are 
taking to reduce those payments. 

The act requires the Director of 0MB to prescribe guidance for agencies to 
use in implementing IPIA. 0MB issued guidance in May 2003^ requiring the 
use of a systematic method for the annual review and identification of 
programs and activities that are susceptible to significant improper 
payments. The guidance defines significant improper payments as those in 
any particular program that exceed both 2.5 percent of program payments 
and $10 million annually. It requires agencies to estimate improper 
payments annually using statistically valid techniques for each susceptible 
program or activity. For those agency programs determined to be 
susceptible to significant improper payments and with estimated annual 
improper payments greater than $10 million, IPIA and related 0MB 
guidance require each agency to report the results of its improper payment 
efforts for fiscal years ending on or after September 30, 2004. 0MB 
guidance requires the results to be reported in the Management Discussion 
and Analysis section of the agency’s PAR. 

In August 2004, 0MB established Eliminating Improper Payments as a new 
program-specific initiative under the PMA. liiis separate improper 
payments PMA program initiative began in the first quarter of fiscal year 
2005. Previously, agency efforts related to improper payments were tracked 
along with other financial management activities as part of the Improving 
Financial Performance initiative of the PMA. The objective of establishing a 


^OMB Memorandum M-03-13. 
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separate initiative for improper payments was to ensure that agency 
managers are held accountable for meeting the gods of IPIA and are 
therefore dedicating the necessary attention and resources to meeting IPIA 
requirements. With this new initiative, 15 agencies are to measure their 
improper payments annually, develop improvement targets and corrective 
actions, and track the results annually to ensure the corrective actions are 
effective. 

In August 2005, 0MB revised its Circular No. A-i36, Financial Reporting 
Requirements^ and incorporated IPIA reporting details from its May 2003 
IPIA implementing guidance. Among other things, 0MB Circular No. A-136 
includes requirements for agencies to report on their risk assessments; 
annual improper payment estimates; corrective action plans; and recovery 
auditing efforts, including the amounts recovered in the current year. 
Section 831 of the National Defense Authorization Act for Fiscal Year 2002® 
contains a provision that requires all executive branch agencies entering 
into contracts with a total value exceeding $500 million in a fiscal year to 
have cost-effective programs for identifying errors in paying contractors 
and for recovering amounts erroneously paid. The legislation further states 
that a required element of such a program is the use of recovery audits and 
recovery activities. The law authorizes federal agencies to retain recovered 
funds to cover in-house administrative costs as well as to pay contractors, 
such as collection agencies. Agencies that are required to imdertake 
recovery audit programs were directed by 0MB to provide annual reports 
on their recovery audit efforts, along with improper payment reporting 
details^ in an appendix to their PAEs. 

The fiscal year 2005 PARs, the second set of annual reports representing 
the results of agency assessments of improper payments for all federal 
programs, were due November 15, 2005. In our December 2005 report’® on 


*Pub. L No. 107-107, div. A, tlUe VIII § 831, 116 Stat. 1012, 1186 (Dec. 28, 2001) (codified at 31 
U.S.C. §§ 3561^7). 

®In November 2005, 0MB issued draft revisions to its IPIA implementing guidance. This 
revised implementing guidance, together with recovery auditing guidtmee, is to be 
consolidated into Parts I and U of future Appendix C to 0MB Circular No. A-123, 
Management’s Responsibility for Interned Controls (Dec. 21, 2004). 

“’For GAO’s audit report on the U.S. government’s consolidated financial statements for 
fiscal year 20(^, see Department of the IVeasury, Financial Report of the United States 
Government (Washington, D.C.: December 2005), 135-154, which can be found on GAO’s 
Internet site at www.gao.gov. 
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the U.S. government’s consolidated financial statements for the fiscal years 
ended September 30, 2005, and 2004, which includes our associated 
opinion on internal control, we reported improper payments as a material 
weakness in internal control. Specifically, we reported that while progress 
had been made to reduce improper pajonents, significant challenges 
remain to effectively achieve the goals of IPIA. 


We reviewed the fiscal year 2005 PARs or annual reports for 33 of the 35 
federal agencies that the Treasury determined to be significant to the U.S. 
government’s consolidated financial statements and that were available as 
of March 2006. Of those 33 ^encies, 23 reported that they had completed 
risk assessments for all programs and activities. See appendix II for 
detailed information on each agency. This was the same number of 
agencies that reported having completed risk assessments in our prior year 
review.” The remaining 10 agencies either were silent on IPIA reporting 
details in their PARs or annual reports or had not yet assessed the risk of 
improper payments for all their programs. 

In addition, we noted that selected agency auditors reviewed agencies’ risk 
assessment methodologies and identified issues of noncompUance or other 
deficiencies. For example, auditors for the Departments of Justice and 
Homeland Security cited agency noncompliance with IPIA in their fiscal 
year 2005 annual audit reports, primarily caused by inadequate risk 
assessments. The Department of Justice auditor stated that one agency 
component had not established a program to assess, identify, and track 
improper payments. The agency acknowledged this noncompliance in its 
PAR as well. The Department of Homeland Security (DHS) auditor 
reported that the department did not institute a systematic method of 
reviewing all programs and identifying those it believed were susceptible to 
significant erroneous payments. This was the second consecutive year that 
the auditor reported IPIA noncompliance for DHS. Although the auditors 
identified the agency’s risk assessment methodology as inadequate, DHS 
reported in its PAR that it had assessed all of its programs for risk. A third 
agency auditor reported that the Department of Agriculture needed to 
strengthen its program risk a^essment methodology to identify and test 
critical internal controls over program payments totaling over $i00 million. 


Some Agencies Still 
Have Not Assessed All 
Programs and 
Activities for Risk of 
Improper Pasmients 


“GAO, Financial Management: Challenges in Meeting ^quirements of the Improper 
Payrn^nts Information Act, 0AO4354I7 (Washington, D.C.: Mar. 31, 2005). 
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Magnitude of Improper 
Payments Is Still 
Unknown 


As I highlighted in my introduction, agencies’ reported estimates of 
improper p^ments for fiscal year 2005 exceeded $38 billion. This 
represente almost a $7 billion, or 16 percent, decrease in the amount of 
improper payments r^>orted by 17 agencies in fiscal year 2004.'^ On the 
surface, this appears to be good news. However, the magnitude of the 
govemmentwide improper payment problem remains unknown. This is 
because, in addition to not assessing all programs, some agencies had not 
yet prepared estimates of significant improper payments for all programs 
determined to be at risk. Specifically, of the 33 agency PARs included in our 
review, 18 agencies reported improper payment estimates totaling in 
excess of $38 billion for some or all of their high-risk programs. The $38 
billion represents estimates for 57 programs. Of the remaining 15 agencies 
that did not report estimates, 8 said they did not have any programs 
susceptible to significant improper payments, 6 were silent about whether 
they had programs susceptible to significant improper payments, and the 
remaining 1 agency identified programs susceptible to significant improper 
payments and sadd it plans to report an estimate by fiscal year 2007. Further 
details are included in appendix I. 


Regarding the reported $7 billion decrease in the govemmentwide 
improper payment estimate for fiscal year 2005, we determined that this 
decrease was primarily due to a $9.6 billion reduction in the Department of 
Health and Human Services’s (HHS) Medicare program improper payment 
estimate, which was partially offset by more programs reporting estimates 
of improper payments, resulting in a net decrease of $7 billion. Based on 
our review, HHS’s $9.6 billion decrease'® in its Medicare program improper 
payment estimate was principally due to its efforts to educate health care 
providers about its Medicare error rate testing program and the importance 
of responding to its requests for medical records to perform detailed 
statistical reviews of Medicare payments. HHS reported that these more 
intensive efforts had dramatically reduced the number of “no 
documentation” errors in its medical reviews. The relevance of this 
significant decrease is that when providers do not submit documentation to 


'^n their fiscal year 2005 PARs, selected agencies updated their fiscal year 2004 improper 
pajTtient estimates to reflect changes since issuance of their fiscal year 2004 PARs. These 
updates increased the govemmentwide improper payment estimate for fiscal year 2004 from 
$45 billion to $46 billion. 

’*HI!S reported an impit^r payment estimate for its Medicare program of $ 12. 1 billion for 
fiscal year 2005 and $21.7 bilhon for fiscal year 2004. 
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justily payments, these payments are counted by HHS as erroneous for 
purpose of calculating an annual improper payment estimate for the 
Medicare program. HHS reported marked reductions in its error rate 
attribut«d)ie to (1) nonresponses to requests for medical records and 
(2) insufficient documentation submitted by the provider. We noted that 
these improvements partially resulted from HHS extending the time that 
providers have for responding to documentation requests from 55 days to 
90 daj^. 

These changes primarily affected HHS’s processes related to its efforts to 
perform detailed statistical reviews for the purposes of calculating an 
annual improper payment estimate for the Medicare program. While this 
may represent a refinement in the program’s improper payment estimate, 
the reported reduction may not reflect improved accountability over 
program dollars. Our work did not include an overall assessment of HHS’s 
estimating methodology. However, we noted that the changes made for the 
fiscal year 2005 estimate were not related to improvements in prepayment 
processes, and we did not find any evidence that HHS had significantly 
enhanced its preventive controls in the Medicare payment process to 
prevent future improper payments. Therefore, the federal government’s 
progress in reducing improper payments may be exaggerated because the 
reported improper payments decrease in the Medicare program accounts 
for the bulk of the overall reduction in the governmentwide improper 
payments estimate. Mr. Chairman, I think the only valid observation at this 
time is that improper payments are a serious problem, agencies are 
working on this issue at different paces, and the extent of the problem and 
the level of effort necessary to control these losses are as yet unknown. 

What is clear is that there is a lot of work to do in this area. Agency auditors 
have reported m^or management challenges related to agencies’ improper 
payment estimating methodologies and highlighted internal control 
weaknesses that continue to plague programs susceptible to significant 
improper payments. For example, the Department of Labor’s agency 
auditor reported that inadequate controls existed in the processing of 
medical bill payments for its Federal Employees’ Compensation Act 
program.*^ As a result, medical providers were both overpaid and 
underpaid. Internal control weaknesses were also identified in the Small 
Busina Administration’s (SBA) 7(a) Business Loan program. SBA did not 


This act was repealed and parts of it are now codified in code sections of Title 1, 5, and 18 
of the United States Code. 
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consistently identify instances of noncompliance with its own 
requirements, resulting in improper payments. In another example, agency 
auditors for die Department of Education (Education) raised concerns 
about the methodology Education used to estimate improper payments for 
its Federal Student Aid program. The auditors reported that the 
methodology used did not provide a true reflection of the magnitude of 
improper payments in the student loan programs. To overcome these major 
management challenges, agencies will need to aggressively deploy more 
innovative and sophisticated approaches to correct such deficiencies and 
identify and reduce improper payments. 

Also, I would like to point out that the fiscal year 2005 govemmentwide 
improper payments estimate of $38 billion did not include seven major 
programs, with outlays totaling over $227 biUion for fiscal year 2005. 0MB 
specifically required these seven programs to report selected improper 
payment information for several years before IPIA reporting requirements 
became effective.*® After passage of IPIA, OMB’s implementing guidance 
required that these programs continue to report improper payment 
information under IPIA. As shown in table 1, the fiscal year 2005 
govemmentwide improper payment estimate does not include one of the 
largest federal programs determined to be susceptible to risk, HHS’s 
Medicaid program, with outlays exceeding $181 billion annually. 


'“Prior to the govemmentwide IPIA reporting requirements beginning with fiscal year 2004, 
former section 57 of 0MB Circular No. A-11, required certain agencies to submit simU^ 
information, including estimated improper payment target rates, target rsUes for future 
reductions in these payments, the types and causes of these p^jments, and variances from 
targets and goals established. In addition, these agencies were to provide a description and 
as.sessment of the current methods for measuring the rate of improper payments and the 
quality of data resulting from these methods. 
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Table 1 : Mdjor Programs That Did Not Report Improper Payment Estimates as 
Previously Required by 0MB and Target Dates for Estimates 


Dollars in billions 


Target date for improper 
payment estimates 


Agency/program 

Fiscal year 
2005 outlays 

Fiscal 

year 

2007 

Fiscal 

year 

2008 

Did not report 
target date 

Department of Agriculture — School 
Programs 

$8.2 

X 



Department of Health and Human 
Services—State Children's Insurance 
Program 

5.1 


X 


Department of Agriculture — Women. 
Infants, and Children 

4.8 


X 


Department of Health and Human 
Services — Medicaid 

181.7 


X 


Department of Health and Human 
Services— Child Care and 

Development Fund 

4.9 



X 

Department of Health and Human 
Services — Temporary Assistance for 
Needy Families 

17,4 



X 

Department of Housing and Urban 
Development— Community 
Development Block Grant 

5.4 



X 

Total 

$227.5 

1 

3 

3 


SourcM: OM8 and cHad agencias' <i$caf yaar 2005 FARa. 


Of these seven programs, four programs reported that they would be able 
to estimate and report on improper payments sometime within the next 3 
fiscal years, but could not do so for fiscal year 2005. For the remaining 
three programs, the agencies did not estimate improper payment amounts 
in their fiscal year 2005 PARs and were silent about whether they would 
report estimates in the future. As a result, improper payments for these 
programs susceptible to risk will not be known for at least several years, 
even though these agencies had been required to report this information 
since 2002, with their fiscal year 2003 budget submissions under previous 
0MB Circular No. A-1 1 requirements. 0MB reported that some of the 
agencies were unable to determine the rate or amount of improper 
payments because of measurement challenges or time and resource 
constraints, which 0MB expecte to be resolved in future reporting years. 
However, in the case of the HHS progr^s, the agency auditor recognized 
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this lack of reporting as a reportable condition related to the reliability of 
the departm«it’s fin^cial statements. In the component of its fiscal year 
2005 audit report dealing with compliance with laws and regulations, the 
auditor reiHJited that HHS potentially had not fully complied with IPIA 
because nationwide improper payment estimates and rates for significant 
health programs were under development and the agency did not expect to 
complete die estimation process until fiscal year 2007. 

Also, as mentioned earlier and shown in appendix 1, 8 of 33 agencies said 
they did not have programs susceptible to significant amounts of improper 
pa37ments. However, certain programs associated with the government’s 
response to mitigate the effects of Hurricane Katrina, one of the largest 
natural disasters in our nation’s history, had material risks of improper 
payments. In order to respond to the immediate needs of disaster victims 
and to rebuild the affected areas, government agencies used streamlined 
eligibility verification requirements for delivery of benefits and expedited 
contracting methods in order to commit contractors to begin work 
immediately. These expedited processes can increase the potential for 
improper payments. 

For example, from our recent review of the Federal Emergency 
Management Agency’s (FEMA) Individuals and Households Program 
(IHP)‘® we identified signific^t flaws in the process for registering disaster 
victims for assistance payments. As part of its relief efforts, FEMA had 
distributed nearly $5.4 billion in IHP assistance, with $2.3 billion in the 
form of expedited assistance, as of mid-December 2006. These payments 
were made via checks, electronic fund transfer, and debit cards. We found 
limited procedures in place designed to prevent, detect, and deter certain 
types of duplicate and potentially fraudulent disaster registrations. As a 
result, we determined that thousands of registrants provided incorrect 
Social Security numbers, dates of birth, and addresses to obtain assistance 
and found that FEMA made duplicate assistance payments to about 5,000 
of the nearly 11,000 debit card recipients. 


'®GAO, Exp^ited Assistance for Victims of Hurricanes Katrina and Rita: FEMA's Control 
Weaknesses Exposed the Gov^nment to Significant Praxid and Abuse, GACM)6-403T 
(Washington, D.C.: Feb. 13, 2006). 
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In one example of expedited contracting, the Department of Transportation 
(DOT) Office of Inspector General (OIG)^"^ determined that DOT had 
overpaid a contractor by approximately $32 million for services to provide 
buses for evacuating hurricane victims from the New Orleans area. 
According to the OIG, the overpayment occurred because DOT had made 
partial payments based on initial task estimates and without 
documentation that substantiated the doUar amount of services actually 
provided to date. Although DOT promptly recovered the funds, the nature 
of these types of exigencies to adequately respond to the hurricane victims 
makes it likely that future inqjroper payments are likely to occur. As a 
result, selected agencies, such as DHS and DOT, have said they plan to 
perform concentrated reviews of payments related to relief efforts to 
identify the extent of improper payments, develop actions to reduce these 
types of payments, and enhance internal controls for future relief efforts. 


Additional Reporting 
Requirements for 
Recovery Auditing 
Information 


Section 831 of the National Defense Authorization Act for Fiscal Year 2002 
provides an impetus for applicable agencies to systematically identify and 
recover contract overpayments. Recovery auditing is another method that 
agencies can use to recoup detected improper payments. Recovery 
auditing focuses on the identification of erroneous invoices, discounts 
offered but not received, improper late penalty payments, Incorrect 
shipping costs, and multiple payments for single invoices. Recovery 
auditing can be conducted in-house or contracted out to recovery audit 
firms. The law authorizes federal agencies to retain recovered funds to 
cover in-house administrative costs as well as to pay contractors, such as 
collection agencies. Any residual recoveries, net of these program costs, 
shall be credited back to the original appropriation from which the 
improper payment was made, subject to restrictions as described in 
legislation. As we previously reported,^® with the pass^e of this law, the 
Congress has provided agencies a much needed incentive for identL^ng 
and reducing their improper payments that slip through agency 
prepayment controls. The techniques used in recovery auditing offer the 
opportunity for identifying weaknesses in agency internal controls, which 


'’Department ofTVansportation Office of Inspector Gener^, /ntemof Controls Over the 
Ernergency Disaster Relief TVemsportation Services Contract, AV-2006-032 (Washington, 
D.C.; Jan. 20, 2006). 

‘*GAO, Pinanciai ManagemerU: Challenges Remain in Addressing the Government's 
Improper Payments, GAO-O^TSOT (Washington, D.C.: May 13, 2003). 
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can be modified or upgraded to be more effective in preventing improper 
payments before they occur. 

For fiscal year 2005, 0MB expanded the type of recovery auditing 
information that applicable agencies are to report in their annual PARs. 
Prior to fiscal year 2005, iqpplicable agencies were only required to report 
on the amount of recoveries expected, the actions taken to recover them, 
and the business process changes and internal controls instituted or 
strengthened to prevent further occurrences. In addition, 0MB was not 
reporting on a govemmentwide basis agencies’ recovery audit activities in 
its annual report on agencies’ efforts to improve the accuracy and integrity 
of federal payments. 

In fiscal year 2005, 0MB revised its recovery auditing reporting 
requirements and required applicable agencies to provide more detailed 
information on their recovery auditing activities. Specifically, in addition to 
the prior year requirements, agencies that entered into contracts with a 
total value exceeding $500 million annually were required to discuss any 
contract types excluded from review and justification for doing so. In 
addition, agencies were required to report, in table format, various 
amounts related to contracts subject to review and actually reviewed, 
contract amounts identified for recovery and actu^ly recovered, and prior 
year amounts. 

For fiscal year 2005, 19 agencies'® reported entering into contracts with a 
total value in excess of the $500 million reporting threshold. These 19 
agencies reported reviewing more than $300 billion in contract payments to 
vendors. Ifrom these reviews, agencies reported identifying about $557 
million in improper payments for recovery and reported actually 
recovering about $467 million, as shown in table 2. 


‘®We identified one additional agency — the Department of Commerce — that should have 
reported recovery auditing amounts in its PAR and followed the required reporting format 
included in OMB’s guidance. According to Commerce, the results of its recovery audit 
revealed no significant Improper payments or internal control deficiencies. However, 
subsequent to its PAR issuance, Commerce reported to 0MB that based on its final recovery 
auditing report, the amount identified for recovery totaled $96,354 and the amount actually 
recovered totaled $84,551 for fiscal year 2005. We also noted that the Department of Labor 
did not follow the required reporting format included in OMB’s guidance. Labor reported 
that no improper payments were ncrted fi-om its recovery auditing activities for fiscal year 
2005 and ti>at recovery audit efforts were not necessary. 
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Table 2: Improper Payment Amounts Identified and Recovered In Fiscal Year 2005 


Department or agency 

Amount 
identified for 
recovery in 
fiscal year 2005 

Amount 
recovered in 
fiscal year 2005 

1 

Agency for International Development 

$5,900,000 

$5,782,000 

2 

Department of Agriculture 

333,000 

189,000 

3 

Department erf Defense 

473,000,000 

418,500,000 

4 

Department of Education 

274,367 

112,506 

5 

Department of Energy 

10,600,000 

9,500,000 

6 

D^rtment of Health and Human Services 

2,100,000* 

14,430 

7 

Department of Homeland Security 

2,191,000 

1 ,207,000 

8 

Department of Housing and Urban 
Development® 

0 

0 

9 

Department of the Interior 

1 ,548,620 

195,479 

10 

Department of Justice 

1 ,044,320 

765,086 

11 

National Aeronautics and Space 

Administration 

617,442 

• 617,442 

12 

Department of State 

5,350,000 

5,190,000 

13 

Department of Transportation 

2.663.984 

2,663,984 

14 

Department of the Treasury 

428,977 

364,680 

15 

Department of Veterans Affairs 

23,001,137 

12.957.264 

16 

Environmental Protection Agency 

130,000 

130,000 

17 

General Services Administration 

26,638,654 

8,317,187 

18 

Social Security Administration 

317,000 

50,000 

19 

Tennessee Valley Authority 

909,573 

443,763 


Total 

$557,048,074 

$466,999,821 


Soure«8: OMS and e««d agencias' fiscal y«ar 2005 FARs. 

*HHS reported that of the $2.1 million identified as potential improper payments, $1.3 million was 
determined to be related to payments that were either voided, subsequently credited, or both. 

"For fiscal year 2005, the Department of Housing and Urban Development (HUO) reported that 
contracts suited to review totaled about $2.3 billion. Of this amount. HUD reported reviewing about 
$207 million in contract payments, but identified no improper payments for recovery. 


Concluding 

Observations 


In closing, I want to say that we recognize that measuring improper 
payments and designing and implementing actions to reduce them are not 
simple tasks and will not be easily accomplished. The ultimate success of 
the govemmentwide effort to reduce improper payments depends, in part, 
on each agency’s continuing diligence and commitment to meeting the 
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requirements of IPIA and the related 0MB guidance. The level of 
importance each agency, the administration, and the Congress place on the 
efforts to implement tlie act will determine its overall effectiveness and the 
level to which agencies reduce improper payments and ensure that federal 
funds are used efficiently and for their intended purposes. With budgetary 
pressures rising across the federal government, and the Congress’s and the 
American public’s increasing demjmds for accountability over taxpayer 
funds, identifying, reducing, and recovering improper paymente become 
even more critical. Fulfilling the requirements of IPIA will require sustained 
attention to implementation and oversight to monitor whether desired 
results are being achieved. 

Mr, Chairman, this concludes my statement. I would be pleased to respond 
to any questions that you or other members of the Subcommittee may have. 


Contacts and 
Acknowledgments 


For more information regarding this testimony, please contact McCoy 
Williams, Director, Financial Management and Assurance, at (202) 512-9095 
or by e-mail at williamsml@gao.gov. Contact points for our Offices of 
Congressional Relations and Public Affairs may be found on the last page 
of this testimony. Individuals making key contributions to this testimony 
included Carla Lewis, Assistant Director; Francine DelVecchio; Christina 
Quattrociocchi; and Donell Ries. 
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Appendix I 

Agency Improper Payment Estimate 
Reporting in Fiscal Year 2005 





Agency did not report estimate 



Department or agency 

Agency reported 
estimate for one 
or more programs 

Agency reported that 
no programs were 
susceptible to significant 
improper payments 

Agency silent as to 
whether it had programs 
susceptible to significant 
improper payments 

Agency reported 
future date to 
report estimate 

1 

Agency for international 
Development 



X 


2 

Department of Agriculture 

X 




3 

Department of Commerce 


X 



4 

Department of Defense 

X 




5 

Department of Education 

X 




6 

Department of Energy 

X 




7 

Environmental Protection 
Agency 

X 




8 

Export-Import Bank of the 
United States 



X 


9 

Federal Communications 
Commission 




X 

10 

Federal Deposit Insurance 
Corporation 



X 


11 

General Services 
Administration 


X 



12 

Department of Health and 
Human Services 

X 




13 

Department of Homeland 
Security 


X 



14 

Department of Housing and 
Urban Development 

X 




15 

Department of the Interior 


X 



16 

Department of Justice 


X 



17 

Department of Labor 

X 




18 

National Aeronautics and 
Space Administration 


X 



19 

National Science Foundation 

X 




20 

Nuclear Regulatory 
Commission 


X 



21 

Office of Personnel 
Management 

X 




22 

Pension Benefit Guaranty 
Corporation 



X 


23 

Postal Service 



X 
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Appendix I 

Agency Improper Payment Estimate 
Reporting in Fiscal Year 2005 


(Continued From Previous Page) 

Agency did not report estimate 
Agency reported that Agency silent as to 

Agen^ reported no programs were whether it had programs Agency reported 

estimate for one susceptible to significant susceptible to significant future date to 
Department or agency or more programs improper payments improper payments report estimate 


24 

Railroad Retirement Board 

X 


25 

Securities and Exchange 
Commission 


X 

26 

Smaii Business 

Administration 

X 


27 

Smithsonian institution 


X 

28 

Social Security 

Administration 

X 


29 

Department of State 

X 


30 

Tennessee Valley Authority 

X 


31 

Department of Transportation 

X 


32 

Department of the Treasury 

X 


33 

Department of Veterans 

Affairs 

X 



Total 

18 

8 6 1 



Sourcs: QACTs analysis of dl 

M agencies’ fiscal year 2005 pertomance and eecouma&il^ty repons (PAR) or annual reports 
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Appendix II 

Improper Payment Estimates Reported in 
Agency Fiscal Years 2004 and 2005 PARs or 
Annual Reports 


Dollars in millions 




Improper payment 
estimates reported 



Programs that 
the agency 
reported were 




Previous 0MB 

Agency 

not susceptible 




Circular No. 

reported it 

to significant 

Department or 



A-11 reporting 

had assessed 

improper 

agency 

Program or activity 

2004 2005 

requirements 

al! programs 

payments 


1 . Agency for 1 . A!! programs and 0.0* 0.0* 

International activities 

Development 


2. Department of All programs and X 

Agriculture activities 


2. 

Marketing Assistance 
Loan Program 
(previously Commodify 
Loan Programs) 

0.0* 

$45.0 

X 

3. 

Food Stamp Program 

$1,400.0“ 

1,432.0 

X 

4. 

School Programs® 

0.0 

0.0 

X 

5. 

Women, Infants, and 
Children* 

0.0 

0.0 

X 

6. 

Child and Adult Care 
Food Program 

0.0* 

0.0* 


7. 

Wildland Fire 
Suppression 
Management 

0.0* 

73.0 


8. 

Rental Assistance 
Program 

20.0^ 

27.0 


9. 

Federal Crop 

Insurance Corporation 

125.0 

28.0 


10. 

Farm Security and 

Rural investment 

0.0* 

16.0 


11. 

Milk Income Loss 
Contract Program 

0.0* 

0.2 



12. Loan Deficiency 0.0* 5.0 

Payments 


3. Department of 
Commerce 

13. Alt programs and 
activities 

0.0 

0.0 

X 

X 

4. Department of 
Defense 

Al! programs and 
activities 



X 
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Appendix 11 

Improper Payment Estimates Reported in 

Agency Fisc^ Yeara 2004 and 2005 PARs or 

Annual Reports 

(Continued From Prewous Page) 

Dollars in millions 





improper payment 
estimates reported 





Department or 
agency 


Program or activity 

2004 

2005 

Previous 0MB 
Circular No. 
A-11 reporting 
requirements 

Agency 
reported it 
had assessed 
ai! programs 

Programs that 
the agency 
reported were 
not susceptible 
to significant 
improper 
payments 



14. 

Military Retirement 

Fund 

66.0“ 

49.3 

X 


X=' 



15. 

Military Health Benefits 

99.6“ 

150.0 

X 





16. 

Military Pay 

0.0* 

432.0 




5. 

Department of 
Education 


All programs and 
activities 




X 




17. 

Student Financial 
Assistance— Pell 

Grants* 

571.0“ 

617.0 

X 





18. 

Student Financial 
Assistance — Federal 
Family Education 

Loan* 

10.0“ 

16.0 






19. 

Title ! 

0.0* 

149.0 

X 


X" 

6. 

Department of 
Energy 

20. 

Payment programs 

20.3 

14.5 


X 

X" 

7. 

EnN^ronmental 
Protection Agency 

21. 

Clean Water State 
Revolving Funds 

10.3 

3.1 

X 


X 



22. 

Drinking Water Stale 
Revolving Fund 

0.0' 

otf 

X 


X 

8. 

Ei^ort-lmport Bank 
of the United 

States' 

23. 

All programs and 
activities 

0.0 

0.0 




9. 

Farm Credit System 

insurance 

Corporation" 

24. 

All programs and 
activities 

0.0 

0.0 




10. 

Federal 

Communications 

Commission 


All programs and 
activities 




X 




25. 

Universal Service 

Fund’s Schools and 
Libraries 

0.0* 

0.0* 






26. 

High Cost Support 
Program 

0.0" 

0.0* 
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Appendix 11 

Improper Pa 3 nQent Estimates Reported in 

Agency Fiscal Years ^N)4 and 200S PARs or 

Annual Reports 

(Continued From Previous Page) 

Dollars in millions 





Improper payment 
estimates reported 





Department or 
agency 


Program or activity 

2004 

2005 

Previous 0MB 
Circular No. 
A-11 reporting 
requirements 

Agency 
reported it 
had assessed 
ail programs 

Programs that 
the agency 
reported were 
not susceptible 
to signKicant 
improper 
payments 

11. 

Federal Deposit 

Insurance 

Corporation' 

27. 

All programs and 
activities 

0.0 

0.0 




12. 

General Services 
Administration 

28. 

Ail programs and 
activities 

0.0 

0.0 


X 

X 

13. 

Department of 
Health and Human 
Services 


Ail programs and 
activities 




X 




29. 

Medicaid® 

0.0 

0.0 

X 


X 



30. 

Medicare 

21 .700.0 

12.100.0 

X 


X 



31. 

Head Start 

255.0 

110.0 

X 


X" 



32. 

Temporary Assistance 
for Needy Families® 

0.0 

0.0 

X 


X 



33. 

Foster Care— Title IV-E 

186.0“ 

182.0 

X 


X 



34, 

State Children’s 
insurance Program® 

0.0 

0.0 

X 


X 



35. 

Child Care and 
Development Fund® 

0.0 

0.0 

X 


X 

14. 

Department of 
Homeland Security 

36. 

All programs and 
activities 

0.0 

0.0 


X 

X 

15. 

Department of 
Housing and Urban 
Development 


All programs and 
activities 




X 




37. 

Low Income Public 
Housing 

356.0 

326.09 

X 





38. 

Section 8 Tenant 

Based 

840.0 

551.0° 

X 





39. 

Section 8 Project 

Based 

511.0 

324.0° 

X 





40. 

Community 

Development Blodt 

Grant (Entitlement 
Grants, States/Smalt 
Cities)® 

0.0 

0.0 

X 


X 
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Appendix II 

Improper Payment Estimates Reported in 
Agency Fisc^ Years 2004 and 2005 PARs or 
Arniual Reports 


(Continued From Previous Page) 


Dollars in millions 






Improper payment 
estimates reported 





Department or 
agency 


Program or activity 

2004 

2005 

Previous 0MB 
Circular No. 
A-11 reporting 
requirements 

Agency 
reported it 
had assessed 
ail programs 

Programs that 
the agency 
reported were 
not susceptible 
to significant 
improper 
payments 



41. 

Federal Housing 
Administration’s Single 
Family Acquired Asset 
Management System 

26.1 

2.2 



X 



42~ 

Public Housing Capital 
Fund 

0.0* 

133.5 




i6~ 

Department of the 
Interior 

43. 

All programs and 
activities 

0.0 

0.0 


X 

X 

it” 

Department of 
Justice 

44. 

All programs and 
activities 

0.0 

0.0 



X 

Ta“ 

Department of 
L^or 


All programs and 
activities 




X 





Unemployment 

insurance 

3,861.0 

3.267.0 

X 






Federal Employees' 
Compensation Act 

6.4 

3.3 

X 


X 




Workforce Investment 
Act 

0.0* 

7.9 

X 


X 

ii” 

National 

Aeronautics and 
Space 

Administration 

48. 

All programs and 
activities 

0.0 

0.0 


X 

X 

_ 

National Credit 
Union 

Administration'’ 

49. 

All programs and 
activities 

0.0 

0.0 





National Science 
Foundation 

50. 

Research! and 

Education Grants and 
Cooperative 

Agreements 

4.4 

1.1 

X 

X 

X 

2^ 

Nuclear Regulatory 
Commission 

51. 

All programs and 
activities 

0.0 

0.0 


X 

X 


Office of Personnel 
Management 


All programs and 
activities 




X 
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Appendix II 

Improper Payment Estimates Reported in 

Agency Fiscal Years 2004 and 2005 PARs or 

Annnal Reports 

(Continued From Previous Page) 

Dollars in millions 





Improper payment 
estimates reported 





Department or 
agency 


Program or activity 

2004 

2005 

Previous 0MB 
Circular No. 
A-11 reporting 
requirements 

Agency 
reported it 
had assessed 
all programs 

Programs that 
the agency 
reported were 
not susceptible 
to significant 
improper 
payments 



52, 

Retirement Program 
(Civil Serwce 

Retirement Systwn 
and Federal 

Employees Retiremwt 
System) 

197.7 

152.2 

X 


X 



53. 

Federal Employees 
Health Benefits 

Program 

86.1 

196.5 

X 


X 



54, 

Federal Employees 
Group Life insurance 

2.1 

2.0 

X 


X 

24. 

Pension Benefit 

Guaranty 

Corporation' 

55. 

All programs and 
activities 

0.0 

0.0 




25. 

Postal Service' 

56. 

Ail programs and 
activities 

0.0 

0.0 




26. 

Railroad 

Retirement Board 


Ail programs and 
activities 




X 




57. 

Retirement and 

Survivors Benefits 

147.9* 

150.6 

X 


X'* 



58. 

Railroad 

Unemployment 

Insurance Benefits 

2.6“ 

2.3 

X 


X 

27, 

Securities and 

Exchange 

Commission 

59. 

Alt programs and 
activities 

0.0 

0.0 



X 

28. 

Small Business 
Administration 


All programs and 
activities 




X 




60. 

7(a) Business Loan 
Program 

0.0* 

31.4 

X 





61. 

504 Certified 
Development 

Companies 

0.0 

0.0 

X 


X 



62. 

Disaster Assistance 

1.1 

t.6 

X 


X 



63. 

Small Business 
Investment Companies 

129.0 

10.5 

X 


X'' 
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Appendix II 

Improper Payment Estima^ Reported in 
Agency Fiscal Years 2004 and 2005 PAEs or 
Annual Reports 


(Continued From Previous Page) 
Doifars in millions 


Improper payment 
estimates reported 



Department or 
agency 


Program or activity 

2004 

200 s 

Previous 0MB 
Circular No. 
A-11 reporting 
requirements 

Agency 
reported it 
had assessed 
aii programs 

Programs that 
the agency 
reported were 
not susceptible 
to significant 
improper 
payments 

29. 

Smithsonian 

Institution' 

64. 

Ail programs and 
activities 

0.0 

0.0 




ioT 

Social Security 
Administration 


All programs and 
activities 




X 




65“ 

Old Age and Survivors’ 
Insurance 

1,707.0 

3.681.0 

X 


X'' 



66~ 

Disability Insurance 

0.0' 

0.0* 

X 





67. 

Supplemental Security 
Income Program 

2,639.0 

2,910.0 

X 



3?~ 

Department of 
State 


Ail programs and 
acti\flttes 




X 




68” 

International Narcotic 
and Law Enforcement 
Affairs-Narcotics 

Program 

1.7 

0.6 







International 
information Program— 
U.S. Speaker and 
Specialist Program 

1.4 

1.9 






7^ 

Vendor payments 

0.8 

0.4 



X 

_ 


71, 

Structures and 

Equipment 

0.3" 

0.2 



X 


Tennessee Valley 
Authority 

72, 

Payment programs 

8.1 

36.3 




33“ 

Department of 
TransfMrtation 


All programs and 
activities 




X 




7^ 

Airport improvement 
Program 

o.O 

0.0“ 

X 


X 



74 ” 

_ 

Highway Planning and 
Construction 

O.Q) 

0.0“ 

X 


X 




Federal Transit — 

Capital Investment 

Grants 

O-Ql 

0.0' 

X 


X 



76” 

Federal Transit — 

Formula Grants 

O-O 

0.0“ 

X 


X 
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Appendix II 

Improper Payment Estimstes Reported in 
Agency Fiscal %ars 2004 and 2005 PARs or 
Annual Reports 


(Continued From Previous Page) 
Dollars in millions 


Improper payment 
estimates reported 


Department or 
agency 


Program or activity 

2004 

2005 

Previous OMB 
Circular No. 
A*11 reporting 
requirements 

Agency 
reported it 
had assessed 
all programs 

Programs that 
the agency 
reported were 
not susceptible 
to significant 
improper 
payments 

34. Department of the 
Treasury 


All programs and 
activities 




X 



77. 

Earned Income Tax 
Credit 

1 0,300. tf* 

10,500.0 

X 



35. Department of 
Veterans Affairs 


Alt programs and 
activities 




X 



78. 

Compensation 


322.9 

X 




79. 

Dependency and 

indemnity 

Compensation 

o.ff 

0.0' 

X 




80. 

Education programs 

70.0* 

64.0 





81. 

Pension 

280.7* 

261.0 

X 




82. 

insurance programs 

o-a** 

0.3 

X 


X 


83. 

Loan Guaranty 

6.3 

4.2 





84. 

Vocational 

Rehabilitation 

9.5 

9.8 




Total 



$45,962.1 

$36,404.8 

46 

23 

43 


Source: CAO** artaiysis o< oted egeneies' fiscal year 200S pertormanca and aoeouniability reports (PAR) or annua! reports. 


*Agency did not report an annual improper payment estimate. 

^Fiscal year 2004 estimates were updated to the revised estimates reported in the fiscal year 2005 
PARS. 

‘See table 1 of tNs testimony. 

‘The agency reported that this program was not high risk, meaning not susceptible to significant 
improper payments because it did not meet the Office of Management and Budget (0MB) reporting 
threshold of exceeding both $10 million and 2.5 percent of progr^ payments. 

‘Student Financial Assistance— Peti Gr^is and Federal Family Education Loan are combined together 
as Student Finandal Assistance in OMB Circular No. A-1 1 , Section 57. 

'Agency combined with the above program. 

“An additional $266 million of irr^roper payments exist for these Uiree programs. In its PAR, HUD did 
not pro^^de a bref^out of this amount among the three programs. 

"Agency fiscal year 2005 PAR or annual report information not available as of the end of our fieldwork. 
'Agency did not address improper payments or the Improper Payments Information Act (iPlA) 
requirements for INs program in its fiscal year 2005 PAR or annual report. 

'Agency reported that the annual improper payment amount was zero. 
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Related GAO Products 
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Mr. Platts. Thank you, Mr. Williams. I appreciate all of your 
testimonies, as well as the written documentation you have given 
us. And where I would like to begin is, as I read through all the 
written testimonies last evening, a couple issues kind of jumped 
out and followup from where we were a year ago. And I think 
mayhe. Dr. Combs, you in a broad sense and, Mr. Secretary, to you 
specifically, with your Department, you know, this act is now 4 
years past its enactment, and yet we have seven agencies not re- 
porting in any sense about their improper payments. And a good 
number of those are at HHS. 

I guess first, if we could start — you know, I read some of the ex- 
planation of where we are, especially with HHS and the coopera- 
tion of States when it is Medicaid and some of the Federal-State 
partnerships, but, you know, we still are 4 years down the line, and 
we are still talking about what we are going to do, and perhaps in 
2007 or 2008 that we will start to see some estimates. 

I guess what I am looking for is a more specific answer to why 
it is taking so long in the general sense and then specific to HHS. 
Dr. Combs. 

Ms. Combs. I think that is certainly a valid question, and, Mr. 
Chairman, I certainly add my commendation to you and this com- 
mittee for keeping this in the forefront of all of our minds, because 
a lot of what we can and should be doing in the departments and 
agencies, we must do as a continual partnership, and we truly ap- 
preciate the efforts of you and your staff in helping us with that. 

Mr. Platts. And I wanted to say up front that, one, I do not 
want to diminish the good-faith effort that 0MB and the depart- 
ments and agencies are making, and to acknowledge that progress 
has been made in the areas where we have been able to target it. 
And that kind of is the reason for the question. We are not able 
to maybe target if we do not actually have a good understanding 
of what is out there on some of these other areas. But I agree, it 
is a partnership, and it has been a very important working rela- 
tionship between the departments, agencies, 0MB, and this com- 
mittee. I apologize for the interruption. 

Ms. Combs. No. Thank you, Mr. Chairman. I do not consider that 
an interruption at all. I look forward to this kind of dialog and con- 
tinually having this kind of dialog as we work through these very, 
very tough issues together. 

I guess since we know my good friend Charlie Johnson is here 
and he represents what I consider to be some of the best of the best 
in the CFO community, and working with folks like him on a day- 
to-day basis in the CFO community and knowing of their commit- 
ment and their absolute resilience to making sure that we are 
doing better by the taxpayer’s dollar on a day-to-day basis, is an 
extremely important avenue for us to have and to continue to work 
through in these departments. And knowing he is going to be here 
to chime in on some of these more specifics, one of the things I 
would like to just put on the record and kind of step back for a 
minute and let us remind ourselves of is if you look at the total 
Federal outlays — and, Mr. Duncan, I specifically was intrigued by 
your discussion of how you continue to convey this to the American 
people, because that is very important for us as well. 



64 


But if you look at the $2.5 trillion we have in outlays, and we 
know that beginning in 2004 we looked at $1.5 trillion of those, so 
we identified — about 60 percent of all of our Federal outlays were 
identified as being high risk susceptible. 

And if you take that down just another step, we had $1.2 trillion 
or 85 percent of those that we are now looking at in terms of the 
error in our improper payments, we have error rates for 85 percent 
of that. And, in addition, we have also — thanks to the help of this 
subcommittee, we have been looking at contract payments. 

So if you look at the 15 percent that we do not have measure- 
ments for right now that we are going to be addressing in future 
years, that 15 percent is $300 billion, and that is a lot of money 
by anybody’s standards. But when you look at that and compare it 
to where we are stepping down from, and stepping down from that 
$2.5 trillion, that makes a lot of sense in terms of where we are. 
But we have about 28 percent or $659 billion in contract payments 
that we have looked at. 

And then if you look at the rest of where that $2.5 trillion is, you 
have about $341 billion or so in other payments that really are not 
related to improper payments. It is payments on the debt or com- 
pensation. 

So if you go back to the programs, just the programs that we are 
looking at, you see that we can look at ourselves and, in good faith, 
say, yes, we have really been doing a lot of good work here. And 
I think it is important to step back from the total corpus of what 
the total Federal outlays are and keep that in mind. 

So, yes, we are concerned about that remaining 15 percent. We 
are concerned about every single dollar there is. But we also recog- 
nize that we have done a lot, and we have a good plan and a good 
path out for addressing the total amount of improper payments we 
have. 

Mr. Platts. Dr. Combs, I would agree in the sense of the big pic- 
ture governmentwide, now that we are in phase two, as you refer 
to it, and 85 percent. But if we get to specific programs — and I will 
stay aside from HHS before we get to the Secretary — Agriculture 
and HUD, if you looked at their specific programs, you could say, 
well, in 4 years we have made zero progress to their specific pro- 
grams, meaning we are 4 years down the road without any report- 
ing on possible improper payments at all. 

So while, again, in the big picture we have made progress, but 
my question is: Why is, you know, the school programs, why at 
HUD the CDBG, you know, specifically them? The law says, you 
know, annually they will report on the susceptibility of improper 
payments. 0MB moved forward in a very timely fashion, developed 
the regs and issued them in 2003. Yet 3 years later, those specific 
programs have not yet fulfilled the requirements of the law or 
OMB’s regulations. 

Ms. Combs. Well, I agree with you that we have to continue to 
focus on those, and we are doing that. But I think the measure- 
ments of improper payments for these particular programs is due 
particularly in large part to the size and the complexity of these 
programs as well as some resource and timing issues. Because of 
the complexity, it is taking a lot longer in many of these programs 
to get where we need to be. 
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Mr. Platts. In several of the programs, prior to the Improper 
Payments Act being passed, 0MB was already requiring them, 
through an administrative requirement, to report. And so it was 
not even something new. In essence, they were supposed to be 
doing this already through administrative action or executive ac- 
tion. 

If we look at specifically Department of Ag. and school programs, 
what has been done for 4 years? You know, and I guess — is there 
a plan that has been laid out back in 2003 saying, all right, here 
is our programs, and here is how we are going to chip away at get- 
ting to a plan, and they actually have now for 3 years worked on 
that plan to where they are getting to where they say in 2007 they 
think they can finally give an estimate? Or was there problems 
along the way that they did not get started to 2004 or 2005, or they 
started and changed plans? 

I know we are going to get into some of that detail. You do in 
your written statement with HHS. And maybe that is — maybe we 
want to jump over to HHS and give us some of that detail for your 
specific programs with the majority of them being at your Depart- 
ment. 

Ms. Combs. Let me, just before my friend Charlie says that. 

Mr. Johnson. Sure. 

Ms. Combs. One of the things you are going to hear from Charlie 
is what you just asked for, Mr. Chairman, in terms of the plan and 
a very well laid out plan. Those are the kinds of things that are 
going on in these other departments, too. It is not like we are ig- 
noring those by any stretch of the imagination. We have 

Mr. Platts. Were they going on — I mean, since 2003 and 3 years 
we are still working on the plan? 

Ms. Combs. I think you will understand better when my friend 
Charlie Johnson talks about the complexity of their program and 
their plan. The complexity of the situations that you have just 
talked is very similar, and what you also need to understand is 
that we really are firm believers in putting people on this plan, and 
we have a plan in place, and we hold people accountable for coming 
to us and explaining where they are at each step along the way on 
these plans. 

Thank you. 

Mr. Platts. And I appreciate the gentleman from Tennessee’s in- 
dulgence as I know I am way over my initial round, so thank you. 

Mr. Johnson. Your question is a very legitimate question. The 
same question I asked when I came in and why is it 4 years after 
the passage of this act and we are not completed in Health and 
Human Services. And I have studied that, and I have learned a lot 
about it. 

First and foremost, a program that is solely within our direction. 
Medicare, we did start that process in 1996. And as I indicated in 
my testimony, we have a very sophisticated program, but that is 
a program solely within our control. We design it, we test it, we 
spend the money for testing improper errors. 

Then we move from there to State programs where we are par- 
ticipating with States, and I spent the first part of my government 
career as chief of staff to Secretary Leavitt when he was Governor 
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of the State of Utah. So I know the State side of this, and I guess 
I have a little bit of appreciation. 

But if you take Medicaid, I believe every State has in some sense 
been trying to reduce improper payments in Medicaid. I believe 
they have been trying in TANF and child care and adoptions and 
SCHIP. The difference is when you get down to trying to get a sta- 
tistically valid error rate that you can present for the Federal Gov- 
ernment as a role — as a total with 50 different States, that be- 
comes a lot more complicated. And if we take Medicaid, we have 
had a lot of programs. We have had PAM and PERM, and we fi- 
nally decided, look, this is very much like Medicare except it is 50 
different Medicares instead of one Medicare. Let’s take something 
that is proven and now start using that program. But that is an 
evolution. People go down paths with good intent, always with good 
intent, and with good results by the way. 

We do not have a statistically valid number to give you, but I can 
tell you that these front-end efforts have reduced improper pay- 
ments, but we cannot tell you by how much. So we have now a 
plan, and it is in process. We are in process now on the Medicaid. 

When you get to TANF and Child Care, by design the Congress 
has said we want States to have a lot of rights in not only design 
of that, but in less interference from the Federal Government. 
There are certain things we can ask for and certain things that we 
cannot. But that is by design. And I understand that. 

So we need to — we have been working for a way to come up with 
good improper payment rates without asking for legislation that 
forces this upon the States. We have tried to work very coopera- 
tively with the States. Again, I think we have — in each of those 
programs, we now have a plan. But this has been evolutionary, and 
this has taken some time. In the meantime, I can tell you that 
some of these tools that we have used, we have had significant re- 
coveries. 

I was talking about, you know, the State programs using these 
data matchings. There are millions — Pennsylvania I think was $44 
million in matches that they have saved in the TANF program. 

Now, we cannot report that to you as something that is a reduc- 
tion in an error rate that we had a baseline and we can tell you 
it has moved from this percent to this new percent. But I can tell 
you a lot of good things are going on. 

But at the end, I have to say we are where we are at HHS, and 
I think we now have a place to go forward from that will get us 
to where we need to be. But it has been a long and almost tortuous 
process to get there, and I concede that. 

Mr. Platts. And I certainly appreciate, Mr. Secretary, the chal- 
lenge when it is State programs, and that, I guess two followups, 
and you kind of touched on the one. While there certainly needs to 
be a respect, having come out of the State House myself, and, you 
know. States having some autonomy of how they operate, but the 
ability of HHS to say, without even legislation, you certainly have 
the responsibility of ensuring against fraud and waste and mis- 
management, which would seem to give you the authority to say 
to fulfill that statutory requirement of guarding against that, that 
this is, you know, a requirement to participate, because it seems 
like in the various programs, the problem has been getting the 
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States actually to participate in TANF specifically where in con- 
tacting States that, you know, not many took you up on it, you 
know, even when you reached out and maybe explained the bene- 
fits of it; whereas, in the D.C. pilot, in the new hires match, I 
mean, the numbers are pretty staggering. 

Mr. Johnson. They are staggering. 

Mr. Platts. Once they ran the program of cutting out the fraud, 
in essence, that was going on, and by your testimony, it is, I think, 
31 States, D.C. and Puerto Rico have conducted a State match. 
What is the reason you are given for the other 19 States for saying, 
no, we do not want to save money? 

Mr. Johnson. And, again, I think this is one that it builds. I 
think you will have another 19 States aboard. We are bringing 
States in. We are training them on these data match programs. We 
are showing them the benefits of Pennsylvania, and New York was, 
again, a very large number. 

So I think it is — I call it “marketing.” You know, we have to mar- 
ket these programs, and we are doing that in a much more aggres- 
sive fashion. 

Mr. Platts. Because, I mean, if you look at just the D.C. pilot, 
a third of the individuals were submitted for the match, and over 
80 percent of those, so basically 25 percent of all were actually em- 
ployed based on that pilot. I mean, that is a huge percentage that 
were taking advantage of the system. 

Mr. Johnson. And it is, and that is why States are finding suc- 
cess with this. They have new hires matches, and the more States 
that get in, then the more people we pick up, because if somebody 
vacations in Florida and lives in Pennsylvania, they may be getting 
benefits both places. And when you get both States in it, then it 
becomes more robust and much more useful. So, again, it is build- 
ing but we are not there, and I can see that. 

Mr. Platts. Well, and I appreciate being in the position for the 
past year, and your jumping into this and being aggressive is some- 
thing I appreciate because as the numbers tell us, these State- 
partnered programs are critical to get in that other 15 percent. I 
mean, you look at the numbers, you know, Medicaid in particular 
is the big one. And when we have had Comptroller General Walker 
here and we talk about the fiscal challenges, you know, facing our 
country. Social Security is a problem. Medicare and Medicaid are 
terrifying. You know, those are the fiscal disasters that are coming 
without changes. And if we just extrapolate the percentage of the 
$1.2 trillion that we have looked at over to $38 billion, if you ex- 
tract that to the remaining $300 million to go after — or $300 bil- 
lion, we are talking maybe another $10 billion on a conservative 
end of improper payments, and maybe even more because of the 
type programs being State partnership that there may be a higher 
propensity. Those are huge sums. 

Mr. Johnson. They are. And I think helping to mitigate will be 
some of these programs that we had put in place, because we are 
going to have huge increases. I mean. Part D is a huge new in- 
crease. 

Mr. Platts. Absolutely. 

Mr. Johnson. Managed care is growing. But some of the data 
mining and some of the things we are doing to check trans-analy- 
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sis, claims behaviors, and some of those things will help us detect 
it in advance rather than — help us to prevent it in advance rather 
than have to detect it later on. 

Mr. Platts. Right. 

Mr. Johnson. That is our goal. Let’s stop it at the beginning 
point. 

Mr. Platts. I have some followup questions, but I have over- 
stayed my first round of questions already, and I would like to rec- 
ognize the gentleman from Tennessee, Mr. Duncan. 

Mr. Duncan. Well, thank you very much, Mr. Chairman. And 
you mentioned Mr. Walker, and he has appeared before this sub- 
committee and some other subcommittees that I am on, and I think 
he is — I really admire and respect his attempt to be a Paul Revere 
to try to alert the country to the tremendous financial problems 
that we are facing for unfunded pension liabilities and all sorts of 
things. And, in fact, I don’t know how in the world we are going 
to pay all these military pensions, civil service pensions. Social Se- 
curity, Medicare, Medicaid, prescription drug benefits with money 
that means anything within a few short years. But at least I do ap- 
preciate the progress that has been made since our last hearing, 
and I appreciate the progress that, Mr. Johnson, your Department 
has made. And like you, it sounds hopeful, this new data base in- 
formation that you are talking about to try to overcome the dupli- 
cation of benefits that people might be receiving. 

But the GAO report. Dr. Combs, says, “However, the magnitude 
of the governmentwide improper payment problem remains un- 
known. This is because, in addition to not assessing all programs, 
some agencies had not yet prepared estimates of significant im- 
proper payments for all programs determined to be at risk.” 

Do you disagree with those statements? And assuming that you 
do not, how close do you think we are to getting a handle on this 
problem, particularly the magnitude of the problem? 

Ms. Combs. I think we certainly do understand that there are 
about 10 programs out there that — many of which, and one you 
just — or two you just head about here — represent about two-thirds 
of those 10 programs that we just do not know about yet. How close 
do I think we are? I think we are pretty close, because when you 
think about the kinds of error rates that we have found and the 
risk susceptibilities that we found, when we first went out and 
identified 60 percent of all of our outlays as being risk susceptible, 
that was a pretty high amount. And now, you know, of that 60 per- 
cent, we are into the 85-percent category of really knowing what 
those improper payments are. 

And many of these programs over time have had some measures, 
and many of them have been pretty stable over time — some of the 
very, very large ones, anyway. So 

Mr. Duncan. Well, how do we know that — how do we know that 
these reports are accurate? I mean, you know, a lot of people feel 
that to really get a true picture in an accounting situation, you 
have to have some outside auditor, not somebody that is inside. 
And, of course, then we have established over the last few years 
all these Inspectors General in all these departments because we 
were not satisfied with the accuracy of the information we were 
getting from some of these departments themselves. 
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Have the Inspectors General in these various departments or 
agencies been involved in this process? Or how satisfied are you 
with the accuracy of the reports? 

Ms. Combs. I am satisfied that we continue to improve that accu- 
racy, and in the departments and agencies that we do the best, we 
have Inspectors General that work hand in hand with our CFOs 
and with program managers to help them with their risk assess- 
ments. They help them look at the improper payments as well as 
other internal control mechanisms that they need to be employing. 
And I think since 2004, this agency reporting has improved signifi- 
cantly. Inspectors General look at these reports, as do we, to see 
if they pass the reliability test, so to speak. And I think that the 
effective practices that we continue to see are strengthened and ex- 
panded every year. And as I said, the programs and the depart- 
ments that seem to do the best with these are the ones where we 
see a close collaboration and a close working relationship between 
the CFO and the Inspectors General. 

Mr. Duncan. So we can feel that the 0MB is sort of the outside 
agency, and GAO and the Inspectors General, that we really don’t 
need to require some sort of outside audits of some of these pro- 
grams. Yes, Mr. Johnson? 

Mr. Johnson. I was just going to say, we have used an outside 
auditor for this very purpose. In Medicare, our Inspector General 
started this system in 1996, and then we have developed it to a 
point where it became ready to go prime time, they have signed off. 
Then we brought PricewaterhouseCoopers in to also evaluate, and 
they have also signed off. So we have used both Inspector General 
and the outside auditors that you are talking about for that par- 
ticular program. That is why we know this one works, and that is 
why we want to replicate it in the Medicaid area. 

Mr. Duncan. All right. Well, I noticed that of the seven major 
programs, you have — and you know, everybody in the Congress 
wants to do all we can for the veterans, but — and, of course, in this 
country — I do not guess there is any developed nation that even 
does 10 percent of what we do for our veterans. But I noticed — but 
that is an awfully big Department, but they are not in here. Why 
is that, Mr. Williams? Are they just doing a fantastic job where 
some of these others are not? Or what can you tell us about that? 

Mr. Williams. Congressman Duncan, actually when you look at 
the $38 billion, there are three programs from the Department of 
Defense that are actually reported that they had programs with 
significant improper payments — that actually reported amounts. It 
was the health, the benefits, and military pay — military pay being 
a new program that reported this year. 

Mr. Duncan. So they are included in the 

Mr. Williams. I think the schedule you are looking at are the 
ones that did not report that were required to report. But as far 
as those that actually did report, there were three programs that 
defense reported this year. There were two programs last year. 
Military pay is 

Mr. Duncan. Well, no, what I am looking at, it says improper 
payments reported in fiscal year 2005, and it says 95 percent were 
from Medicare, Earned Income Tax Credit, Old Age and Survivors’ 
Disability Insurance, Unemployment Insurance, Supplemental Se- 



70 


curity Income, Public Housing, Rental Assistance, and Food 
Stamps. They could be — what you are talking about could be in the 
“Other” programs, which is 5 percent. Is that right? 

Mr. Williams. That is correct. That is correct. 

Mr. Duncan. OK. 

Ms. Combs. The first seven programs that were assessed, Mr. 
Duncan, that you are referring to, I think you are referring to VA 
benefits as opposed to DOD. Is that correct? 

Mr. Duncan. Yes. 

Ms. Combs. It is included in this slice of the pie up here with 
“Other.” 

Mr. Duncan. Well, of course, I am also — I am interested in any 
of these departments as to, you know, what amounts they are re- 
porting and whether they are reporting accurately and what they 
are reporting. Talk about Mr. Walker. I remember at another sub- 
committee of this committee, he told us one time that the De- 
fense — he was the Inspector General of the Defense Department 
before he became head of the GAO, and he told us that the Defense 
Department has misspent $35 billion in Iraq and had lost another 
$9 billion that they just could not even account for. That is $44 bil- 
lion. 

Of course, I also remember when I heard Charlie Cook, the re- 
spected political analyst, in a talk one time, and he said he did not 
think it was humanly possible to comprehend any figure over $1 
billion. And I am not sure that you even can comprehend $1 billion. 

Now, Medicaid has not given us an estimate. Is that correct? 

Mr. Johnson. That is correct. 

Mr. Duncan. Well, Mr. Williams, have the States been coopera- 
tive in providing that information, or what is the problem? 

Mr. Williams. We have another assignment in which we have 
looked at the various steps and actions that States have taken. 
States have actually been working to try to identify ways in which 
they can do risk assessments. It is kind of a mixed bag as far as 
the progress that they have made. In surveys that we did, they ba- 
sically stated that in doing this particular process and trying to 
identify improper payments, that there were various areas in 
which the Federal Government could assist them. 

Of course, one of the first things that we always heard was more 
money could help us out in this process to help people to work on 
identifying the improper payments. But they also requested assist- 
ance in the area of additional guidance, clarification on guidance 
that is provided from the Federal Government. And also in looking 
at this process, one thing that we, GAO as an organization, looked 
at was the possibility of more coordination between the Federal 
Government and the States, looking at best practices, opening com- 
munications, and working at the State and Federal agencies to 
make sure that those best practices are out there and, what is 
working in one area, that information is spread throughout the rest 
of the States so that every effort can be made to reduce this num- 
ber to a manageable number. 

Mr. Duncan. Well, you know, when you say that they say they 
do not have enough money, this is my 18th year in the Congress, 
and I cannot tell you how many times I have heard over the years, 
every time there is a problem, no matter what the problem is, they 
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tell us one of two things: either they do not have enough money, 
they are underfunded; or their computers are obsolete. [Laughter.] 

I mean, it amazes me. 

Now, I will tell you that I read in the Knoxville News Sentinel, 
though, a few days ago — they have a Thought of the Day, and they 
said, “To err is human. To err completely requires a computer.” 
[Laughter.] 

I put out a newsletter, like I said, with no pictures or anything, 
and I cover about 30 topics or so each time I do it, in just kind of 
a short way. But I will read one little part of this part that I wrote 
about our hearing last year. “One of the largest programs, Medic- 
aid, at $175 billion, could not even be measured. Two days before 
our hearing, the New York Times completed a year-long investiga- 
tion of the Medicaid program in New York and found billions in 
fraud and abuse. The chief investigator estimated at least 10 per- 
cent in criminal fraud and another 20 percent in improper pay- 
ments. If this figure is nationwide, this would mean over $50 bil- 
lion in the Medicaid program alone that was not included in the 
$45.1 billion mentioned above.” The $45.1 billion was the figure 
that we had last year that there has been this progress on. 

I mean, was the New York Times — do you think they were way 
off base? You know, I do not suppose we are really going to know 
this problem and how big it is until we find out a little bit more 
about this Medicaid. Do you all think that there is any possibility 
that the New York Times was right and that there could be a 20- 
percent improper payment figure on Medicaid nationwide? 

Mr. Johnson. I am going to ask Mr. Hill to answer that. I can 
tell you that there are — because I do not want to speculate, but I 
can tell you that we have some programs, for example, where we 
match Medicare recipients against Medicaid recipients, the so- 
called Medi-Medi program. And we do find a lot of Medicaid errors 
in that situation, where people are drawing, you know, both. And 
so I think it is fertile ground, but States have an incentive to con- 
trol that because they get to keep the money. They keep their 
share of the funding. And so they are not without great incentives 
and great rewards. 

I would mention also that you had talked about more money. In 
your Deficit Reduction Act, you did give some funding now for Med- 
icaid integrity. I think it is $5 million the first year and then $50 
million each year thereafter for the next 4 or 5 years. 

But, Tim, Mr. Hill, would you care to speculate on the New York 
situation? 

Mr. Hill. I think I would be surprised, quite frankly, if the rate 
was 20 percent across the country. I think that in New York in 
particular, when you have an investigator who wants to make a 
point 

Mr. Duncan. Surely you would not question the New York 
Times, would you, Mr. Hill? [Laughter.] 

Mr. Hill. I do not question the press. But I would say, speaking 
to Mr. Williams’ point, and as Charlie highlighted, the DRA pro- 
vided significant resources to do a lot of the things that the GAO 
has asked of us, sort of working with the States to export best 
practices across the States, match data to be sure that the States 
have everything that they need to continue the incentives that they 
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have to find the improper payments that are there, because as Sec- 
retary Johnson said, they have as much, probably more incentive 
than the Federal Government does to find and eliminate improper 
payments because their budgets are as strapped or perhaps even 
more strapped than the Federal Government’s. And so they defi- 
nitely have a vested interest in finding those improper payments. 

Mr. Duncan. You know, I do not hear anything from Medicaid 
people on their bills, but I sure hear from a lot of senior citizens 
who are upset about things that they find on their hospital and 
medical bills that they think — services or things that they think 
they never received that popped up. I do not know how widespread 
that is, but well, all right, thank you very much. It does sound like 
we are making some progress. I hope, Mr. Chairman, you will keep 
moving on this and particularly that we need to followup with 
some of these agencies and departments that are not reporting and 
see what we can find out about that. 

Mr. Platts. Well, Mr. Duncan, that is actually my next focus, 
the fact that eight of the departments say they have no programs 
susceptible to improper payments, and two in particular I would 
like to focus on, and probably. Dr. Combs and Mr. Williams, if you 
want to comment. According to the information, DHS is a Depart- 
ment with about $40 billion in outlays saying they have no im- 
proper payments — or no programs susceptible to improper pay- 
ments. In the 2005 audit, the auditor said that — cited DHS as 
being in noncompliance with the Improper Payments Information 
Act and went on to say that it failed to institute a systematic meth- 
od of reviewing its programs and identifying those it believed were 
susceptible to significant erroneous payments and for not perform- 
ing test work to evaluate improper payments for all of its material 
programs. 

So, you know, in the number we have, it is encouraging — and I 
want to get into even the drop that we see from 45 to roughly 38.5, 
but part of that number last year and again this year is these two 
programs, DHS. And we know that the auditor is saying they actu- 
ally did not comply with the law, yet they get the report saying we 
do not have any programs, and then for DHS specifically, you 
know, we look at GAO’s review of the Katrina relief, and just in 
one program, the Individuals and Households Program, where 
there were significant flaws found and about $5.5 billion was given, 
and just in the one aspect of that, the debit card recipients, that 
5,000 of the 11,000, so almost half of the recipients gave false 
names, addresses. Social Security numbers. 

So, I mean, we have clear evidence of improper payments, yet we 
have the Department saying we do not have any programs suscep- 
tible. So how does the Department get away with saying it? And 
what does 0MB do in response to their saying they have no pro- 
grams, yet the auditor says, well, you did not even follow the law, 
and GAO has found evidence that, yes, they have significant im- 
proper payments being made? 

Ms. Combs. Thank you for asking about that because, one, we 
are pleased a risk analysis was done at DHS, but we, too, have con- 
cerns that there needs to be a deeper look at DHS. We have talked 
with them. We know that there are a couple components they have 
reported on. We are pleased with that. We have an assessment of 
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the situation there, and through their PAR, of course, they report 
on this. But more importantly, and consistently throughout the 
year, they report through the President’s management agenda. And 
we have asked them to look at closing the reporting gaps that have 
been identified by the Inspector General, and we have looked at 
their plans. We continue to work with them on their plans. And we 
are continuing to hold them accountable to expanding both their re- 
covery audits as well as — well, particularly their recovery audits 
because a lot of what they do is contracting. But we have also 
asked them to do a deeper dive into their program areas and to 
give us their plan on that as well. 

Mr. Platts. So exactly what message is conveyed from 0MB to 
the DHS Secretary and then his subordinates that, you know, you 
have given us, 0MB and the American people, a statement that 
you have no programs, but we know from your audit you actually 
did not do what you needed to do to make that assessment? In es- 
sence, I guess what I am asking, in this specific case — and it really 
relates to a broader — because at HHS, while I may not be pleased 
that we are 4 years down the road and we are talking maybe an- 
other 2 or 3 years before we get to where we want to be, but there 
seems to be an acknowledgment of the risk out there and a good- 
faith effort to get their hands around it. With DHS it seems they 
are just saying, hey, you know, we are not at risk, even though we 
know they did not comply with the law. So what consequences? 
Was there any recommendation that the CFO be reprimanded, 
that, you know, any Secretary, Assistant Secretary, anybody be 
held accountable for failing to comply with the law as the auditor 
is telling the Department did? 

Ms. Combs. Well, I think the corrective action plans that we re- 
quire them to do are looked at by the highest levels in the agency, 
and certainly one of the things that we are asking them to put 
these tools in place, such as the accurate measurements and to 
really assess and dive deeper into their analysis. 

We have the same concerns that you are expressing regarding 
the particular analysis that was done, and I do know that particu- 
larly in the one program — and I assume you are specifically refer- 
ring to FEMA when you talk about that. 

Mr. Platts. Right. 

Ms. Combs. We know that they have already put a measure on 
the street to go in and look at that, much like what Secretary 
Johnson talked about in terms of the assessment that they do with 
the internal controls. We know that those kinds of things are tak- 
ing place. Are they taking place at the speed which we would hope 
and we would like? Not necessarily, and that is why we are asking 
them and holding them accountable for that. 

Mr. Platts. And one of your challenges. Dr. Combs, is — you have 
been asked today and regularly to defend the actions of others that 
you do not have direct say over, and I would not want to be in your 
seat. 

Ms. Combs. Well, I can assure you, this is the first experience — 
normally, in my entire career, I have been in line management 
jobs, and it is a bit different. 

Mr. Platts. And I guess my belief — and in this case, it is dealing 
with improper payments. At other times it is mismanagement of fi- 
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nancial management programs being not well planned and GAO 
has assisted us in what should be done up front that, unfortu- 
nately, many times has not been done, and so we spend millions 
and realize it will not work. 

But does 0MB — I mean, you are the one who is given this infor- 
mation, and then you are called on to respond about it in this case. 
It seems to me that it would be appropriate of 0MB to go to the 
White House and say, listen, you know, the President’s manage- 
ment agenda, this Department is not fulfilling the requirements of 
the law, 2002, or the regulations that 0MB has passed pursuant 
to law. And the White House needs to get engaged and say to Sec- 
retary Chertoff and his subordinates. Follow the law or else. 

I appreciate that there is — as we are doing oversight, you do, in 
essence, oversight. But it is kind of on an even playing field. Unless 
it comes from the White House back down, it is equal partners to 
some degree. Is there any of that kind of dialog to try to pursue 
consequences for a major Department spending $40 billion, not fol- 
lowing the law, to be held accountable from the Secretary on down 
for what the auditor tells us is violation of Federal law? 

Ms. Combs. I can assure you that the President’s management 
agenda is taken seriously by the Department, and when and if you 
ever or GAO or the internal Inspector General find things that 
really need to be followed up on, those are followed up on by senior- 
level people talking to senior-level people in those departments and 
agencies. The transparency that is created by the President’s man- 
agement agenda where people are given scores and it is publicly 
held out there for everybody to see, says to everyone we are expect- 
ing and demanding of you the kind of behaviors and the kinds of 
efficiencies that you are demanding as well. 

Mr. Platts. In those scores — and, actually, one of the things I 
did not understand. In my understanding, in the current eliminat- 
ing improper payments scorecard, DHS actually has moved up to 
a yellow. I guess I was not certain of how they get a yellow when 
the 2005 audit is telling us, well, they are actually not doing the 
test procedures, they are not complying with the law. So what is 
it that they did that allowed them to move up on the scorecard, de- 
spite not complying with the laws and 0MB regs? 

Ms. Combs. There is a plan that they have presented to us, and 
those are assessed at least quarterly for every department, and 
some departments we look at on a monthly basis because we feel 
like we cannot let a quarter go by. We just need to address the ac- 
countability issues more frequently than that. 

But the things that they are held accountable for are presenting 
a plan where they will show certain progress, and if they achieve 
certain progress on the accurate measurement of their high-risk 
programs, for example, or sound corrective action plans toward re- 
duction targets would put them in yellow. But that is only a quar- 
terly score, and if they do not meet or keep up the next quarter’s 
or the next month’s even plan relative to that, then, of course, we 
use those scores to move them back to red. 

In this particular case, they had certain deliverables that they 
were presenting to us. We held them accountable for those, and we 
found that they had achieved those specific deliverables. And that 
is why they were rated yellow. 
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Mr. Platts. And that would be, in essence, since the bulk of the 
205 year, which is what the auditor was looking at, those are en- 
couraging words, perhaps, that they are moving forward with the 
plan. 

Ms. Combs. Yes. 

Mr. Platts. Even if they were not in compliance in 2005, that 
they are working toward compliance. 

Ms. Combs. Yes. 

Mr. Platts. Am I taking that 

Ms. Combs. You are taking that exactly correctly. I think Sec- 
retary Johnson will know, as I, too, have been the receiver of those 
scores when I was CFO, a little bit of a help and push to say, OK, 
you are on the right path now, we want you to stay there, is a big 
help to many of the people who are responsible for doing this in 
the departments and agencies. 

Mr. Duncan. Mr. Chairman, I have some people waiting for me. 
Can I get into one 

Mr. Platts. Yes, please do. 

Mr. Duncan. I assume that just about everybody here knows 
this, but there might be somebody here who does not, that we are 
talking about not just payments to beneficiaries but improper pay- 
ments to employees and also Government contractors. But what I 
am interested in, Mr. Williams, last year, we were given language 
by the GAO that said that the agencies found that more than 60 
percent of Government outlays for fiscal year 2004 are $1.4 trillion, 
now $2.3 trillion, is at risk for a significant level of improper pay- 
ments. 

Now, do you know where that figure came from? Or has that fig- 
ure gone down, or is that still basically — and by saying it is at sig- 
nificant risk I assume does not mean that — I mean, I know it does 
not mean that much was made — was improperly paid, but that is 
what is at risk. 

Mr. Williams. That number is based on the agencies, the indi- 
vidual agencies, doing their own assessments. And it is just a com- 
pilation of pulling together that information from all of the major 
agencies within the Federal Government. 

Mr. Duncan. And how do you think that was — maybe you do not 
know, but how do you think that was determined? In other words, 
in one respect that is a real high figure. On the other hand, I guess 
depending on how you define the words, you could say that 100 
percent of the Federal budget was at risk for improper payments, 
could you not? 

Mr. Williams. I think what you have here is a process in which, 
first of all, we have not — at GAO we have not done an assessment 
of drilling down and looking at that particular process. But it is ob- 
vious that when you are doing a risk assessment and you are look- 
ing at this process across as many agencies that we have in the 
Federal Government, that there is probably some variation in the 
methodology, the processes, and the procedures as to how to go 
about doing the assessments. But we have not drilled down. 

What we have done, as far as this particular legislation is con- 
cerned, is in the initial stages we have focused on what we think 
is the big picture, and that is looking at the major components of 
the legislation, what agencies are required to do, and based on that 
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we are looking at are they actually reporting, are they doing the 
assessments, to get past that first phase and then what we would 
anticipate as we get down the road is to start taking a closer look 
at some of the specifics that are called for, such as what is the 
quality of the risk assessment. 

For example, you had mentioned a while ago about the auditors 
actually attesting to whether these are reasonable numbers or not. 
I would say in that particular area that you probably have a proc- 
ess in which what we have done is looked at what the auditors 
have said, and we have had no reason to doubt their statements 
that they have made in their reports. And a couple examples that 
we were just talking about here was the Department of Homeland 
Security in which there was no number reported, and yet the audi- 
tor stated that the overall assessment could be improved, is one 
way of putting it. 

Another one was the Department of Justice. If my memory 
serves me correctly, it basically fell into that same category of that 
group of eight that said that they had no programs that were sus- 
ceptible to significant risk. Yet the auditors in their report identi- 
fied a particular program in which there was no risk assessment. 

I think it is too soon — and I will link in one of the other ques- 
tions that you asked also as to what do we think that number 
should be. Should it be as high as $50 billion? I think it is too soon 
to tell exactly what that number should be. I think that there are 
a lot of things that still need to be done in order for us as a Federal 
Government to get our hands around this particular process. Those 
are just a few of the things I just mentioned right then. We have 
not looked at all of the programs. I do not know if I am comfortable 
as an auditor — or I cannot say as an auditor at this particular 
point in time that I am comfortable that the risk assessments that 
are going on across the various agencies is something that I am 
comfortable with. I think you can just look at the conversation that 
we had a few minutes ago about the Department of Homeland Se- 
curity. 

There are other factors that I think would need to be looked at 
when we start talking about this area because there has been dis- 
cussion in the past about the issue of significant improper pay- 
ments. There are various things that could go on as far as, you 
know, how you look at the word “significant.” I can give you an ex- 
ample of where we currently have the criteria of $10 million and 
2.5 percent. I think there are a couple of ways that you can look 
at that. If you have a program — if you have an organization that 
has 10 programs and in order to hit that 2.5 percent, you would 
have to also have $10 million. And each 1 of those 10 programs 
came in at 2.4 percent, and they came in at $9.9 million. When you 
put them all together as an agency, you are talking $100 million, 
yet none of them would have to report under the requirement that 
we have here. 

So there are a lot of things that I think we have to still take a 
hard look at, continue to work toward the progress that we have 
seen over the last year before we can be in a position to say with 
what I would call good confidence that we have a handle as to what 
that number really is. I think there are just too many uncertainties 
right now and too much work still to be done. 
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Mr. Duncan. Let me just conclude, because I am already run- 
ning late, but because of what I said at the start of this about the 
financial condition of the Federal Government, which we all know 
about, I do not see how any work that you could be doing would 
be more important than trying to get a handle on this problem and 
doing something about it. And I appreciate the work that you all 
are doing and the progress that has been made. 

Obviously, though, the problem is much bigger than the $45 bil- 
lion down to the $37 billion that we are tallang about here today, 
as good as that is, I mean, because if you have potentially even 
more waste than that and fraud than that in just the Medicaid pro- 
gram, and then we have so many other departments or agencies or 
programs that are not reporting. But I sure hope that we keep on 
working on this and hopefully do even better in the future. 

Thank you very much, Mr. Chairman. 

Mr. Platts. Thank you, Mr. Duncan. Again, appreciate your par- 
ticipation. I want to come back where I was on the issue of those 
that report that they don’t have anything at risk, like DHS. One 
of the reasons I ask specifically about what followup happens be- 
tween 0MB and the departments when they come back and say 
that is in a visit to a NASA center, and I asked the CFO about 
their improper payments, you know, with a lot of contracting and 
things, you know, what it was, and the response was, “We don’t 
have any.” And I said, “Well, how do you know that?” And the re- 
sponse is, “Well, we just don’t have any.” In other words, it didn’t 
leave me very reassured that there was actually what the act re- 
quires, a review, a risk assessment actually done. That is what 
worries me when I see eight, one of them DHS, which has FEMA 
in and of itself, that says, “We don’t have any,” and especially 
when you look at the whole TSA aspect of contracts that we know, 
huge sums that were made inappropriately. 

I want to make sure that. Dr. Combs, from what your testimony 
was, that those eight that are saying that, that there is a healthy 
dialog, interaction between 0MB and those to really be looking at 
how they come to that conclusion and how they are going to sub- 
stantiate that conclusion. And I am correct in that understanding, 
that dialog is occurring? 

Ms. Combs. You are correct that dialog is occurring and will con- 
tinue to occur. NASA, you mentioned them specifically, they had 
reported under the recovery audit, and I’m not quite sure what the 
person meant that they didn’t have any, but consistent with the re- 
covery auditing requirement, the outlays that we notice from NASA 
are, of course, primarily in the administrative and contract funds, 
and those are being monitored very, very carefully and will con- 
tinue to be. 

Mr. Platts. And that actually is the followup on NASA specific, 
and, Mr. Williams, I am going to eventually get to you on DHS and 
NASA, but recovery audits is one of the other areas I wanted to 
touch on, and specifically with NASA, because my understanding 
that the amount subject to review for NASA was about $12 billion, 
and yet they only reviewed about $82 million worth of the con- 
tracts, and have they given you an explanation? Are you aware of 
an explanation of why they reviewed, as part of the recovery audit 
process, such a small fraction of what was eligible for review? 
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Ms. Combs. I think the amount that they identified for recovery 
was $617. 

Mr. Platts. Right, $617,000. 

Ms. Combs. And they recovered that entire amount. 

Mr. Platts. Out of the $82 million they reviewed, but there was 
about $11.3 billion that they chose not to review. 

Ms. Combs. Correct. 

Mr. Platts. Why, with the ability and authority to do it, is there 
any reason you are aware of that they have not engaged in that 
review, as the law provides for? 

Ms. Combs. I think one of the things that is on their plan, in 
fact, I am sure of it, for 2006, right now, is that they are reporting 
on their overall spending this year in 2006, and they’re going to in- 
clude even more contracting categories in their review this year, 
and that is the kind of dialog we are continuing to have with them 
on this particular issue. And we just need further expansion from 
them on this. I agree with you on that. 

Mr. Platts. So on the 2006 part we would expect to see a much 
larger number actually reviewed than we did? 

Ms. Combs. Yes. 

Mr. Platts. And that is the type of direction we want to see. 

Ms. Combs. That is right. 

Mr. Platts. Is that we use the tools that have been given to all 
of us to pursue the worries out there, because of the $300 billion 
that was reviewed, I guess, about a half billion was found to be in- 
appropriate and was collected. I think $557 million was identified 
as improper, of which $467 million was then 

Ms. Combs. Was actually recovered. 

Mr. Platts [continuing]. Recovered, which is great for the Amer- 
ican taxpayer. Again, I do a lot of extrapolation of numbers, and 
I know that could be dangerous, but if it extrapolate that $300 bil- 
lion reviewed and a half billion recovered, if I extrapolate that to 
NASA’s amount they didn’t review, it is maybe $20 million that is 
probably likely and appropriate on just a straight extrapolation 
that we are at risk of not getting if we don’t do the review. 

Ms. Combs. We’re certainly concerned about that, and that’s the 
kind of thing that we look to GAO, to the IGs, to partners such as 
yourself, that when and if those kinds of programs are found, if 
there are any specific programs that people feel like we should dive 
into deeper and have more dialog with these departments and 
agencies than we’re currently having. As you know, we’ve talked 
before with your staff. There are seven or eight programs that don’t 
fall within the threshold of the law or with our 2 V 2 percent in addi- 
tion to that, that we monitor on a very careful and regular basis 
simply because we believe that there are specific situations out 
there that deserve and merit additional administrative oversight. 

And we are committed to doing that, and certainly, thanks to 
this committee, we’ve had other opportunities to include that in our 
future guidance that’s coming out, and I think your folks have been 
looking at that already with us, but it was in direct relationship 
to conversations such as this that we’ve had, that we’ve been able 
to come up with additional and better guidance. 

Mr. Platts. I believe that has happened with NASA and with 
Gwen Sykes and her efforts of having all those Center CFOs and 
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Center Directors working more hand-in-hand with headquarters, to 
have a more complete picture and understanding of their financial 
challenges and better management across the board. I think that 
is occurring, and sounds like with the recovery audits at NASA, 
one more step in the right direction, you are going to expand what 
they are actually reviewing. 

Ms. Combs. And there again, too, that is an example also of how 
an administrative management change in structure within the or- 
ganization made a big difference in how they are able to hold peo- 
ple accountable, and bring the transparency needed to make those 
things happen. 

Mr. Platts. If we could give you the same authority over all the 
department agencies that you have to answer for here, as Gwen 
Sykes was able to finally get with the Center CFOs, that would 
help a lot for your ability to get them to do what you are after, 
right? 

Ms. Combs. Some people think my title. Controller — [laughter.] 

Mr. Platts. With Director Bolten, who went over to the White 
House, you know, maybe 0MB is going to have a stronger reach 
there. 

Ms. Combs. It helps to have friends everywhere. 

Mr. Platts. Mr. Williams, I wanted to get your thoughts, com- 
ments on specifically DHS and the fact that the auditor did find 
them in noncompliance, yet they report no risk, and then also on 
NASA, but especially on DHS, the noncompliance issue. Then the 
other half of the recovery audits is that DHS, although they report 
that they reviewed all of their amounts, the amount they report as 
reviewable was a small fraction of what they actually are contract- 
ing, so it seems like we are — again, what we reviewed was good, 
but there is a whole bunch that we didn’t review that prob^ably 
should have been. If you can talk specifically on DHS on those two 
aspects, noncompliance with Improper Payments Information Act 
and the recovery audit aspect? 

Mr. Williams. Yes. As I was mentioning earlier, when you look 
at an organization that first of all had 10 material weaknesses and 
two reportable conditions, seven noncompliance issues including 
the Improper Payments Information Act, one of the things that we 
have talked about in all of my testimonies going back to before the 
act actually became law, we always focused on what was the root 
cause of improper payments, and it would always get back to the 
lack of internal controls or a breakdown in internal controls. So you 
have an environment in which there are numerous internal control 
weaknesses that have been identified by the auditor, and one issue, 
as far as compliance, in which based on their work, they basically 
concluded that the agency did not comply with the requirements of 
the act. 

Having said that, that could be several factors that the agency 
might have looked at and determined that it was in compliance. It 
could be, again, that we may get back to this issue of looking at 
the 2 V 2 percent as far as how the programs were divided up, and 
you could have large numbers here in which you might need to do 
some of the things, as Dr. Combs mentioned earlier, in which there 
are some programs. 
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I have done an analysis of the programs that reported in 2005, 
and if it had not heen for that additional requirement that 0MB 
placed on the agencies, the numbered issue, instead of being about 
38 billion, would have only been about 34 billion because if you 
take a look at one of my schedules in here, it basically lays out 
those agencies that even though they reported, they pointed out 
that they reported because 0MB had mandated that they provide 
that information this year, and that if it had not been for that 
mandate, then they would not have been required to report. 

So you could have some of that going on at the agency also. I’m 
not for sure, but that is a possibility of a cause, but as I said, 
there’s several agencies here, and the total come to about 4.3 bil- 
lion that would drop that number down to about 34 billion issues. 
DHS could have that situation, or it could be a situation in which 
the agency is just getting a handle on what needs to be done. I 
think the focus, as has been stated here earlier today, is pressure 
needs to be maintained on the agency to comply with the require- 
ments of the act, and efforts need to be put out there so that every- 
one understands that this is important legislation, this is the 
American taxpayer dollars that we’re talking about that’s going out 
the door, and it is very important that we get a handle around this 
issues. And the sooner we get a handle around the issue, the better 
off we will be as far as that particular problem is concerned. 

So those are some of the things that I would say in that area, 
that there needs to be some dialog between, I would say, the agen- 
cy, 0MB, and as well as the Congress, because it’s going to take 
pressure from, I think, all of those organizations in order to make 
sure that we have that comfort. Because I have not see anything, 
as I said earlier, I have not seen anything in the auditor’s report, 
because Homeland Security is one of my agencies that I look at 
under the consolidated financial audit work that we do each year, 
and I have not seen anything that would give me any reason to 
doubt the conclusions that the auditors reached as far as the com- 
pliance issue is concerned here with Homeland Security. 

As far as the Recovery Act is concerned, I guess overall I concur 
with some of the statements that have been made today, that we 
are seeing progress here. I can recall last year when we talked 
about this particular component, and I think I made the statement 
that there had been about $60 million collected, and I think I was 
asked, “do you mean 60 million or 6 billion?” And I said, “No, it’s 
only 60 million.” So progress have been made, but again, there’s a 
lot more that I think that can be done in this particular area. 

There are a lot of techniques, procedures that are out there that 
we call best practices. One of the things that I always like to high- 
light at these hearings is that we at GAO have put together a pub- 
lication called Strategies for Addressing Improper Payments. It’s 
got a lot of techniques in there. We always suggest that the agen- 
cies take a look at this. I know that CFO PCIE subgroups that’s 
working on improper payments have mentioned it in some of their 
guidance. We encourage people to continue to look at that and try 
to make sure that they’re following those best practices and trying 
to address this issue as far as recovering the money if it were pos- 
sible. 
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Mr. Platts. I agree, again, going from 60, and roughly 450 or so 
million, heading in the right direction. The higher we get that 
number, the better in the sense that we are recovering more, but 
ultimately we want it to be lower because we are not making the 
improper payments to begin with. So that sort of goes to the whole 
internal control issue. I do want to touch on that with Dr. Combs. 

Before I do. Secretary, I have given you and Mr. Hill, a breather 
here while I was working with GAO and 0MB. 

Mr. Hill. We’re good with that. [Laughter.] 

Mr. Platts. I do want to touch one issue that the ranking mem- 
ber, he is going to markup, the gentleman from New York, Mr. 
Towns was hoping to get here, but they have a lot of votes in com- 
mittee, so he has been detailed. But he did have one issue he want- 
ed to be addressed specifically with you, with the claims processor 
or other contractors who are used by Medicare in the payment 
process. In what fashion are they specifically responsible for the ac- 
curacy of the payments that are passed through them, and should 
it be strengthened in their level of responsibility as a processor to 
verify the information? 

Mr. Hill. We absolutely think it should be, you know, account- 
ability should go right down to the folks who are processing the 
claims. I think it’s fairs to say that the Medicare Modernization Act 
has provided us a real robust set of tools to make sure that ac- 
countability is flowing through down to the FIs and the carriers, 
fiscal intermediaries and carriers we call them, who process the 
claims. 

Prior to the MMA, the contracts that we had with these entities 
were an anachronism of the enactment of the Medicare statute. 
They were very odd in the contracting world. We had very limited 
flexibility to actually hold those contractors accountable for how 
well they process claims or how well they did a lot of something. 
They were cost based, very difficult to get rid of the contractors. 

The MMA gave us the authority to contract with these entities 
just as any other contract, under FAR authority, where we can 
hold them accountable in any number of ways to accomplish the 
work for the Medicare beneficiaries that they do. And one of the 
ways that we are specifically going to hold them accountable is to 
incorporate in their performance metrics on a go-forward basis how 
well they do at reducing error rates. 

As Secretary Johnson said, beginning in 1996 we measured error 
rates at a national rate. Beginning in 2003 we were actually able 
to disaggregate that national rate to specific carriers and FIs. So 
now I can say for New York or for Pennsylvania or for Tennessee, 
what the carrier or the FI for that State, how well they do in proc- 
essing those claims. It wasn’t until, though, the MMA was passed 
and we had this new contracting authority that actually could say 
to a contractor, “Unless you get that rate down or do something to 
keep it stable, you know, we’re going to take some action.” Now we 
have the ability to either build in as part of a fee pool, use it as 
part of a competitive range determination on a go-forward basis to 
how well or who we are going to contract with, to say, “Look, if 
you’re doing a good job, you’re going to get a benefit for it. If you’re 
not doing a good job, it’s going to look negatively upon you as we 
continue to compete these contracts.” 
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Mr. Platts. So you basically have built in, going forward, a fi- 
nancial incentive for them to be more dutiful in their reviewing of 
the claims. 

Mr. Hill. Absolutely. 

Mr. Platts. That is good to hear, and I am sure the ranking 
member will be glad to hear that. With extending that, that is in 
Medicare specifically. Again, with Medicaid, it is complicated, and 
you obviously don’t have the same program. Is there something you 
are looking at, how to try to create that same incentive on the Med- 
icaid side, and is the structure so different that it doesn’t 

Mr. Hill. Their relationship for us is with the States. It’s not 
with the — the States have those relationships with contractors, and 
I think, you know, in some States where they have fiscal agents, 
they do use those sorts of incentives to keep 

Mr. Platts. But it is really a State decision. 

Mr. Hill. But it’s a State decision, and, you know, our incentives 
or disincentives would apply to States to keep their rates down. I 
think that becomes complicated on a whole bunch of different lev- 
els. 

Mr. Platts. Thank you. 

The GAO has been working with the State programs as far as 
a set of recommendations, and, Mr. Williams, if you wanted to kind 
of walk through your recommendations that you have supplied to 
0MB, and how to assist the State-Federal partnership programs to 
reduce improper payments. If you want to kind of give a capsule 
summary of those recommendations. 

And then Dr. Combs and Secretary Johnson, if there are specific, 
you know, your thoughts on the recommendations that have come 
forward and kind of where they stand, that would be great. 

Mr. Williams, you want to start? 

Mr. Williams. Yes, a quick synopsis. You basically asked us to 
take a look at what the States are doing in this particular area, 
given the fact that out of the $2 trillion budget, about $400 billion 
each year is going to the States to administer Federal programs. 
So we wanted to see what was happening on that side of the equa- 
tion because there is some responsibility on the State parts also to 
make sure that the money is making it to the ultimate recipient. 

We interviewed various people. One of the things that we found 
in looking at this is that there were basically only two programs 
nationwide in which there was a statutory requirement that im- 
proper payment information be reported. One was the food stamp 
program. The other was the Department of Labor, the unemploy- 
ment insurance program. 

We found that in the various States, the States were actually 
using some of the tools that we’ve talked about today, and doing 
risk assessment and other techniques in an effort to recover im- 
proper payments. 

Along the lines of what we’re recommending is that we found 
that 0MB had put together some guidance, and we had a couple 
of recommendations to 0MB to clarify a couple of components of 
the recommendations. For example, the clearly define what stated 
minutes their programs represented, and a couple other areas that 
we talked about. 
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In addition to that, we also had a recommendation that the Fed- 
eral agencies work closely to communicate with the States and 
work with the States on how to go about doing the risk assess- 
ments and estimating improper payments. 

And, finally, we had a recommendation that focused on point 
that I had made earlier, and that is, 0MB, Federal agencies and 
the States need to work together in every way possible, and get to- 
gether to make sure that the lines of communications are open so 
that best practices are shared among organizations. So these are 
some things that we recommended that we think will improve the 
lines of communications and help the States become a stronger, 
larger partner in this effort of addressing the improper payments 
problem. 

Mr. Platts. And would an example of that be that best practices 
like the TANF pilot program and new hires match? 

Mr. Williams. That’s correct. 

Mr. Platts. As we see that expand to 31 and eventually, hope- 
fully, all 50, be the type thing you are looking for? 

Mr. Williams. Exactly. When you’ve got best practices like that, 
you want to expand it in every way possible until you’ve hit the en- 
tire universe. 

Mr. Platts. Dr. Combs. 

Ms. Combs. Yes. We have concurred with the GAO recommenda- 
tions, each and every one of them, and thoroughly appreciated 
what information we were able to get from that. We also believe, 
yes, there was need for some clarity on some specific areas, and one 
of the best practices that we have not talked about here today was 
the State of Tennessee, in one of their highway project as well that 
was done. But again, as Mr. Williams just said, getting those best 
practices out there will encourage others to do the same. 

We are very committed to that. In fact, I personally met with 
some finance folks when they were in town for a conference, who 
are representatives in the States, their respective States, to hear 
from them and just hear if there are some things that we’re not 
doing that we could do to reach out to them and to form better alli- 
ances and better relationships, and we intend to do quite a bit of 
followup with that, and having more frequent communications be- 
tween our offices and them to help share those best practices. 

I think Secretary Johnson mentioned a marketing effort a while 
ago in his testimony, and that’s a lot of what this sharing those 
best practices is all about. So we concur with the GAO rec- 
ommendations. 

Mr. Platts. Secretary? 

Mr. Johnson. Two things come to mind. We have, for example, 
in TANF program, set up a Web site where States can enter their 
best practices and share, which would include these data matches. 
That’s one thing that comes to mind. 

The other thing is this so-called A-133 single audit, where we 
ask that there be a single audit at States, and trying to expand the 
use of that a little bit, where we take specific programs and ask 
that in any given year that the auditors concentrate on that pro- 
gram to try to give us a better error rate and improper payment 
rate, through that means. So we’ve been experimenting with that 
with some States and finding some success. Now again, not every- 
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one is going to do it and we’re looking at ways to market that, if 
you will. 

Mr. Platts. I had the pleasure of speaking last year, and I forget 
the name of the group. I will say the American Association of Fi- 
nancial Managers — ^Association of Government Accountants. I was 
close — nor really. But I was there briefly, came in, got a chance to 
address and then had to come right back to D.C. But is there out- 
reach at those settings? I kind of look at that as a continuing ed. 
opportunity where these best practices are shared, to encourage — 
because I know the brief time I was there I met a number of offi- 
cials from Illinois, a number of States that were there at that na- 
tional conference. Is there a sharing of this best — is that an exam- 
ple of the marketing that is done? 

Mr. Johnson. That would be a good example. We try a lot of 
areas to do that. NCSL, the Secretary has spoken there, every op- 
portunity. But we can do a lot more. I mean we’re just kind of just 
getting the vision of what you can do through those kind of organi- 
zations, so I really think there’s a lot more to be done. 

Mr. Platts. I would think the environment is perfect. With the 
Deficit Reduction Act, a lot of what we did on the Medicaid side 
was actually — it was the National Government Association’s rec- 
ommendations, bipartisan, although you would never believe it by 
the criticism level at those of us who supported it, but it was using 
the knowledge of the State officials to say, here is the flexibility we 
need to ensure the integrity of the program so we can truly help 
those who need help, as opposed to those who want help but don’t 
necessarily need it. So that sharing of information I think is so im- 
portant. 

And having participated in NCSL, and ALEC myself in my State 
House days, I know that from a law-making perspective those are 
very helpful forums to learn what works already, rather than rein- 
venting the wheel. 

Mr. Williams. Mr. Chairman, I would like to add, given that my 
boss is the former president of AGAA, he 

Mr. Platts. Don’t tell him I got the name from him. [Laughter.] 

Mr. Williams. I will not. The Association has put on workshops 
over the last year that focus specifically on improper payments 
issue, how to go about — in the Northern Virginia chapter, I should 
say, there’s been presentations there, workshops on how to go 
about doing sampling and other procedures as far as addressing 
the Improper Payments Act. 

Mr. Platts. I am glad to hear it, because, again, all the various 
avenues when — hopefully the States won’t need to be coerced but 
will see the numbers and the benefits of doing it. 

As you move forward with the marketing and the outreach, cer- 
tainly if there are specific legislative hurdles that we needed to ad- 
dress, like MMA address with Medicare that we should be looking 
at, we welcome that feedback in these programs as you move for- 
ward, especially with the various HHS programs as you are moving 
forward with the plans, if there is additional authority, we are glad 
to hear, certainly in that case, energy and commerce with Medic- 
aid, and we want to give you the tools to do what we are asking 
you to do. 

Ms. Combs. Mr. Chairman, before you leave that subject. 
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Mr. Platts. Yes? 

Ms. Combs. I will say that the organization that you mentioned 
has been very effective in an outreach. They ask our office very fre- 
quently to serve on panels and to serve as keynote speakers, so it 
is an effective organization for getting our message out there. We 
have taken full advantage of that whenever we possibly can. People 
on my staff have served on panels. We’ve had people who have 
helped because their organization acts to work through specific pro- 
grams with them, and that specifically was the group that was in 
town, and got some State people together. So those organizations 
are very, very helpful and effective, and I appreciate their partner- 
ship as well. 

Mr. Platts. Glad to hear it. 

I actually have one final question, Mr. Williams. I just wanted — 
if I made my notes right when we were talking about DOD with 
Mr. Duncan. Was I correct that you said of 38 programs at DOD, 
they said just three were susceptible? 

Mr. Williams. Of all of the programs at DOD, there were three 
programs that reported. That was up one from last year to the best 
of my memory. In 2004 there was Military Health and there was 
Military Benefits. In 2005, Military Pay was added. But, again, this 
is another program that if you look at the information that is re- 
ported in the PAR report, DOD makes a point of pointing out that 
these are programs that we are reporting because 0MB has man- 
dated that we report these numbers because they are former A-11 
programs. But we do not believe that these programs have met the 
2 V 2 percent criteria, but we are reporting it because we have been 
mandated to do it by 0MB. And those are the three programs that 
I believe we saw in the 2005 report, with no pay being added. 

Mr. Platts. Out of the entire department, right? 

Mr. Williams. Yes, this is department wide, as far as improper 
payment reporting. 

Mr. Platts. So in a department that is spending half a trillion 
dollars, they believe only three programs have susceptibility and 
they really don’t believe that. They are only reporting it 
because 

Mr. Williams. That’s correct, because it’s being mandated, ex- 
actly. 

Ms. Combs. Let me just also add that they also are reporting on 
their contract payments as well, and you got to remember, most of 
what they do there is contract payment, so they’re reported on — 
they reviewed something like 223 

Mr. Platts. Right, on their recovery audits. That is a good point. 
I stand 

Ms. Combs. In all fairness. 

Mr. Platts [continuing]. Partially corrected. 

Ms. Combs. We’ll give some credit when we can. 

Mr. Platts. So maybe in the 2005 year they were probably at 
about $450 billion, and to about half they actually did review 
through recovery audits, and — I mean their total budget about 
$450 billion, and they recovered $418 million. 

Mr. Williams. That is correct. 

Mr. Platts. So it is larger than 
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Mr. Williams. It’s 473 is the amount that was identified for re- 
covery, and about 148V2 was actually recovered in 2005. 

Mr. Platts. OK. 

Ms. Combs. I think the other point to make on this, that the out- 
lays, they’re tracking and reporting on about 71 percent of their 
outlays. 

Mr. Platts. Right. And so about 30 percent they are not report- 
ing on currently, but they don’t really believe that they have any 
program susceptible 

Mr. Williams. Significant. 

Mr. Platts. Yes. Of significant improper payments. 

Mr. Williams. Yes. But this is an organization in which we have 
financial management at the Department on our high-risk series, 
and this is another agency at GAO that I have for responsibility 
for from the financial management arena. And we have, over the 
years, reported on various material weaknesses. Again, I get back 
to what I’ve testified is the root cause for improper payments in 
various areas. 

And I guess the final point that I would also like to add, while 
we do have these recovery audits, this is good to have in the overall 
scheme of things, but with the weaknesses in the agency’s inability 
to have audited financial statements in their reportable conditions. 
I’ve always pointed out that in this particular exercise, you want 
to make sure that you have — and I think it’s been said earlier 
today — ^you want to make sure that you have those control tech- 
niques that prevent the horse from getting out of the barn in the 
first place, so to speak, and you want to make sure that you have 
a lot of those, given some of the departments that we’ve reported 
on in the past. 

Mr. Platts. A point well taken, and it goes to the Secretary’s 
comment earlier that we want to get to where we are not worried 
about recovering, but just preventing. And that is an issue we talk 
about a lot, the internal control issue, and I know they will be re- 
porting here in the next couple months, in June, I guess, with the 
requirements. 

Ms. Combs. On their internal controls. 

Mr. Platts. Right, on their internal controls, which hopefully 
they will translate to even more effectiveness on improper pay- 
ments. 

Ms. Combs. Oh, absolutely. They are going to track hand-in- 
hand. 

Mr. Platts. Great. Mr. Williams, you have DOD, you have DHS. 
Are you able to sleep at night? [Laughter.] 

You have to be worried about all those dollars, right? 

Mr. Williams. That’s correct. 

Mr. Platts. I want to thank all four of our witnesses and your 
staffs for your assistance in preparing for the hearing, your written 
testimony, your testimony here today and your answers to the 
questions. I sincerely appreciate the importance of the partnership 
between 0MB, the departments, GAO, Congress, all of us who are 
after the same thing, which is ensuring that we spend the taxpayer 
moneys wisely, efficiently and responsibly, and certainly that is 
what you and your staffs are dedicated to, and we appreciate those 
good faith efforts, and wish you success, especially at HHS. You 
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have some huge challenges and especially in the State adminis- 
tered programs. We want to see you succeed, and any way that we 
can be of assistance as a committee, please let us know. But again, 
thank you. 

We will keep the hearing open for 10 days for any additional in- 
formation that needs to be submitted. Otherwise, the hearing 
stands adjourned. 

[Whereupon, at 3:58 p.m., the subcommittee was adjourned.] 
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